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HUMAN BEHAVIOR AND ECONOMICS: A 
SURVEY OF RECENT LITERATURE 


SUMMARY 


Introduction: psychology and economics, 1.—I. Parmelee, Sci- 
ence of Human Behavior, 3.—II. Thorndike, The Original Nature 
of Man, 6.— III. Wallas, The Great Society, 12.—IV. Veblen, 
The Instinct of Workmanship, 19.— V. Sombart, Der Bourgeois, 
29.— VI. Lippmann, A Preface to Politics, 37.— VII. Waliixg, Pro- 
gressivism and After, 41.— VIII. Conclusion, 46. 


A sLicuT but significant change seems to be taking 
place in the attitude of economic theorists toward 
psychology. Most of the older writers made no overt 
reference to psychology, but tacitly imputed to the men 
whose behavior they were analyzing certain traits con- 
sistent with common sense and convenient as a basis 
for theorizing. By recent writers, on the contrary, 
non-intercourse with psychology, long practised in 
silence, is explicitly proclaimed to be the proper policy. 

This definite pronouncement has arisen from a some- 
what tardy recognition that hedonism is unsound | 
psychology, and that the economics of both Ricardo 
and Jevons originally rested on hedonistic preconcep- 
tions. Since hedonism is unsound, either we must 
admit that both the classical and the marginal analysis 

1 
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is invalid, or we must argue that the hedonistic pre- 
conceptions can be given up without compromising 
the validity of the analysis. The latter horn of the 
dilemma is chosen. Then we must choose again 
between providing a sounder psychological basis for 
our analysis, and holding that its psychological basis 
does not concern the economist. Again, the latter 
course is generally preferred. Thus, economic theory 
is said to rest upon the simple facts of preference or 
choice, and the psychological explanation of these 
preferences or choices is said to be a matter of indif- 
ference to our science. I have come across passages of 
this tenor in the recent writings of Professors Wicksteed, 
Chapman, Pareto, Schumpeter, Cuhel, and Davenport.’ 
Probably a search made for the purpose would discover 
other cases. 

Now, if economic theory really has no concern with 
psychology, perhaps a survey of recent literature upon 
human nature is out of place in this Journal. But that 
is not a necessary conclusion. For when economic 
theory has been purified so far that human nature has 
no place in it, economists become interested perforce in 
much that lies outside their theoretical field. Further, 
it is possible that the effort to keep the study of human 
nature out of economic theory may break down. The 
admitted deficiencies of hedonism may stimulate future 
economists, not to disavow all psychological analysis, 
but to look for sound psychological analysis. It may 


1 P. H. Wicksteed, The Common Sense of Political Economy (1910), pp. 33, 36, 169, 
435; 8. J. Chapman, Political Economy (Home University Library), 1912, pp. 34, 35; 
also Outlines of Political Economy, 1911, pp. 24-26; J. Schumpeter, Wesen und Haupt- 
inhalt der theoretischen Nationaldkonomie, 1908, pp. 64, 72, 542-544: Guhel, Lehre von 
den Bedirfnissen, 1907, pp. 56-61; H. J. Davenport, Economics of Enterprise, 1913, 
pp. 99-101. Pareto’s position is substantially similar, since he bases his theory of 
equilibrium on curves of indifference, and treats these curves as factual data, See his 
Manuel! d’Reonomie politique, 1909, p. 169 n. Béhm-Bawerk thinks that Cuhel and 
Schumpeter draw too sharp a line between economics and psychology; but he tries to 
clear his own skirts of hedonism. See his Positive Theorie des Kapitales, Zweiter Halb- 


band, 3d ed., 1912, pp. 310-330. 
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even be that economists will find themselves not only 
borrowing from but also contributing to psychology. 
For if that science is ever to give a competent account 
of human behavior it seems necessary that economists 
should do a part of the work. Human nature is in 
large measure a social product, and among the social 
activities that shape it the most fundamental is the 
particular set of activities with which economists deal. 

Those economists who are loath to abandon psy- 
chological inquiry may well feel encouraged by the 
vigor with which the study of human nature is now being 
prosecuted. Physiologists, neurologists, psychologists, 
ethnologists, sociologists, political scientists, economic 
historians, even a few economic theorists, are not only 
working at the problem from their several viewpoints, 
but also endeavoring to pool their contributions. 
Whether the results of such work can be incorporated - 
into economic theory with good effect, and whether 
economists have contributions of their own to make to 
the study of human nature, are questions of great 
import. Nothing which we are doing ourselves along 
traditional lines concerns us more than these many- 
sided investigations of human behavior. 


I 


Professor Parmelee' plans “a series of works” 
dealing ‘‘ with the evolution of human culture and of 
human nature.” His present volume provides the 
basis for this series by assembling the results of recent 
investigations bearing upon the evolution of behavior. 
Starting with the physico-chemical peculiarities of 
organic matter, he reviews the leading theories con- 


1 The Science of Human Behavior, Biological and Physiological Foundations. By 
Maurice Parmelee, New York, The Macmillan Company, 1913, 8°, pp. xvii + 443. 
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cerning the origin of species, the behavior of the lower 
animals, the evolution and functions of the nervous 
system, the rise of instincts and intelligence, and 
finally, the beginnings of social evolution among insects, 
vertebrates, and men. 

Now the road from physical-chemistry to sociology is 
long and many are the scientific fields that must be 
traversed in passing from one to the other. No single 
man is a competent guide across all the subdivisions of 
biology, physiology, and psychology. Yet we may be 
glad that Mr. Parmelee has the courage of a sociologist 
rather than the caution of a scholar. For to most 
students of the social sciences the hypotheses that 
human behavior has evolved from the simple reactions 
of unicellular organisms, and that the latter behavior 
is reducible to mechanistic terms, — to most students 
of the social sciences these hypotheses are as vague as 
they are seductive. An attempt to bring together the 
evidence bearing upon them serves at least to make 
them more definite, to show where they fit in among the 
other fragments of our knowledge, and to suggest 
possible bearings upon our proper problems. Besides 
this general interest, Mr. Parmelee’s book has many 
diverting details: for example, the sections of scissors 
and paste which summarize the fascinating researches 
of Loeb into tropisms, which indicate why Jennings, 
in opposition to Loeb, imputes attention and choice 
even to the protozoa, which outline Sherrington’s con- 
ception of the nervous system, W. M. Wheeler’s studies 
of ant communities, and Espinas’s speculations about 
the tendency of the family to obstruct the formation of 
large social groups. 

For social psychology the most important part of Mr. 
Parmelee’s book is his treatment of the relations be- 
tween the four types of behavior — tropisms, reflexes, 
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instincts, and intelligence. He believes “ that there is 
strict continuity between all these different forms of 
behavior and that the more complex forms are built up 
from and based upon the simpler ” (p. 200). Tropisms 
are the reactions to external forces of animals without 
a nervous system. Reflexes are the reactions of effector 
organs to nervous stimuli, and therefore exist only in 
animals which have nervous systems. Instincts are 
inherited combinations of reflexes, and require integra- 
tion by a central nervous system. ‘“ Intelligent 
behavior is . . . made up of tropic, reflex, and instinc- 
tive actions which have been combined in new ways as a 
result of experience so as to constitute new forms of 
behavior” (p. 258). It requires a central nervous 
system which “ has developed parts which are not 
specialized at birth, so that they can serve as association 
areas ’’ (p. 266). While the simpler “ forms of behavior 
are inherited in the sense that animals are predeter- 
mined to manifest them when the appropriate stimuli 
are applied,’’ intelligence ‘‘ is determined by individual 
experience,” tho of course “ a structural form which is 
capable of benefiting by experience must be inherited if 
intelligent behavior is to make its appearance” (p. 423). 

The neat symmetry of this scheme is marred some- 
what by the necessity of introducing between instincts 
and intelligence certain “‘ general innate tendencies.” 
These tendencies differ from instincts in that they are 
not definite combinations of reflexes, but involve “ at 
different times entirely different parts of the nervous 
system ”’ (p. 296). On the other hand, they differ from 
intelligence in that they are innate, instead of based 
upon individual experience. Examples in point are the 
tendencies to imitate, to play, and to form habits. 

The reader will see that Mr. Parmelee’s discussion of 
human behavior is biological rather than psychological 
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in character. He finds the criteria by which to dis- 
criminate between the different types of activity, not in 
what the organism does, but in the anatomical structure 
of the nervous tissues involved. Interesting as this 
viewpoint undoubtedly is, important as are certain 
conclusions which it suggests, it still remains a matter of 
secondary interest to students of the social sciences. 
They are concerned less with the anatomical machinery 
by which activities are effected than with the character- 
istics of the activities themselves. Hence they will 
find more of practical interest in the following books, 
which subordinate the biological to the psychological 
viewpoint, than in Mr. Parmelee’s volume. 


II 


To a generation striving with projects of social 
reform there is no problem of greater speculative interest 
or greater practical import than what is original in 
human nature. Logically, the issue between Godwin 
and Malthus, between the Philosophic Radicals and 
the Conservatives of Mill’s day, between the Socialists 
and the “ Stand Patters ” of our own time, involves a 
difference of opinion how far and how fast man’s nature 
can be made over. And, since we have come to dis- 
credit the inheritance of acquired characteristics, the 
possibility of reforming human nature turns largely on 
what part of that nature is inherited and hence pre- 
sumably unchangeable, and what part is formed by 
experience and hence presumably capable of modifica- 
tion. Keen and widespread interest will be felt, 
therefore, in the effort of a distinguished psychologist 
to determine what is The Original Nature of Man." 


1 The Original Nature of Man (Educational Psychology, vol. i). By Edward L. 
Thorndike. New York, Teachers’ College, Columbia University, 1913. 8°, pp. xii + 


327. 
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Like most modern writers, Professor 'Thorndike finds 
the basis of man’s original nature in the connections 
formed before birth among his 11,000 millions of 
neurones. In behavior these connections manifest 
themselves as reflexes, instincts, and inborn capacities 
— terms which indicate merely progressive differences 
in the complexity of the situations which provoke action, 
in the complexity of the responses made to the situa- 
tions, and in the plasticity of the bonds between situa- 
tions and responses. 

What distinguishes Mr. Thorndike’s view is that he 
conceives the number of these preformed connections 
and consequently the number of man’s unlearned 
tendencies to be very great. Darwin held that man has 
fewer instincts than any other animal. William James, 
on the contrary, believed that man has all the instinctive 
impulses that animals have and a great many moré 
besides.: Thorndike, in turn, goes far beyond James in 
multiplying innate propensities. As he multiplies 
them, of course, he makes these propensities more 
limited in scope and more definite in character. 

An illustration will give the best idea of Mr. Thorn- 
dike’s method and results. James treated imitation as 
one of the most important instincts.2?. On it Tarde, Le 
Bon, and Ross based their “‘ psychology of the crowd.”’ 
Later writers like McDougall and Parmelee have 
denied that it is an instinct on the ground that it does 
not involve any specific reflexes or mode of behavior, but 
have admitted “ a general innate tendency ’’ to imitate.’ 

Now comes Thorndike with his detailed scrutiny of the 
evidence leading up to this conclusion: 


The most probable cases for the production, by behavior witnessed, 
of similar behavior in the witness, are smiling when smiled at, 


1 Principles of Psychology, ii, 393, 441. 2 Tbid., p. 408. 
2 W. McDougall, Social Psychology, pp. 102-107; M. Parmelee, Science of Human 
Behavior, pp. 241, 246, 247. 
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laughing when others laugh, yelling when others yell, looking at what 
others observe, listening when others listen, running with or after 
people who are running in the same direction, running from the 
focus from which others scatter, jabbering when others jabber, and 
becoming silent as they become silent, crouching when others 
crouch, chasing, attacking and rending what others hunt, and 
seizing whatever object another seizes. 

In my opinion these probabilities are all, or nearly all, real, and are 
the chief, or even the only components of the imitative tendency 
which shows itself in large masses of men, and produces panics, and 
orgies, and frenzies of violence, and which only the rarest individuals 
can actively withstand.! 

In other words: ‘‘ Man has a few specialized original tendencies 
whose responses are for him to do what the man forming the situa- 
tion does. His other tendencies to imitate are habits learned no- 
wise differently from other habits.” ? 


This process of resolving the commonly recognized 
instincts into their constituent elements is carried out 
in much detail. The aim is to define each situation, 
each response, and each connection with such precision 
that every unlearned tendency may be identified with 
complete assurance by different investigators. Gradu- 
ally enough material may be collected to make sure just 
what forms of behavior are original and just what forms 
are acquired. Mr. Thorndike’s own work is professedly 
only a beginning in this line of endeavor: it does not 
give a complete inventory of unlearned tendencies, but 
it does give an illuminating conception of the character 
of these tendencies and of the scientific method of 
studying them. 

To economists what Mr. Thorndike has to say about 
the relations between innate capacities and intelligence 
is even more important than what he has to say about 
these capacities themselves. The ultimate source of all 
values he finds in “ the original satisfyingness of some 
states of affairs and annoyingness of others.” But he 


1 The Original Nature of Man, pp. 120, 121. 
? Ibid., p. 122. 
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points out that “ To satisfy is not the same as to give 
sensory pleasure and to annoy is not the same as to give 
pain.” His generalizations concerning original ten- 
dencies to be satisfied or annoyed, concerning instinctive 
likes or dislikes, are summed up in “ three laws of 
readiness and unreadiness.”” Briefly put, these laws 
are that ‘‘ conduction by units in readiness is satisfying, 
while conduction by units in unreadiness, and readiness 
without conduction are annoying.” One group of 
satisfiers and annoyers is given special prominence by 
Mr. Thorndike and deserves special consideration by 
economists. Man has an innate tendency “ to general 
mental activity and to general physical activity (tho 
they are not as a matter of fact absolutely general).’’ 
The exercise of these tendencies satisfies, the denial of 
exercise annoys (pp. 122-133). 

Now the original tendencies with which man is born 
have certain original tendencies of theirown. One such 
tendency is to produce what we call consciousness. A 
second is to increase the strength of connections between 
situations and responses by use and to diminish this 
strength by disuse — the “‘ Law of Exercise.” A third 
is to increase the strength of connections when the 
response is accompanied or followed by a satisfying 
state of affairs and to diminish the strength of connec- 
tions in the opposite case-—-the “ Law of Effect ” 
(pp. 170-172).! “ These tendencies for connections to 
grow strong by exercise and satisfying consequences, 
and to grow weak by disuse and annoying conse- 
quences ” are “ the features of man’s original equip- 
ment whereby all the rest of that equipment is modified 
for use in a complex civilized world ”’: “ the effective 
original forces in what has variously been called nur- 


1 Mr. Thorndike insists that this law of effect is primary, and not reducible to the 
law of exercise (p. 192). 
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ture, training, learning by experience, or intelligence ” 
(p. 173). 

Intelligence and instinct, then, are “of the same 
flesh and blood” (p. 310). For when man’s unlearned 
capacities play out their game under favorable condi- 
tions they lead to reflection and to self-judgment, just 
as truly as they lead to the begetting and nursing of 
children. Acquired nature is generated from original 
nature “and combines back with it to form new 
hybrids” (p. 198). Our passionate religions, our 
industrial arts, and our pure sciences are all evolved 
from our innate propensities as much as is our habit of 
walking. 

On this view human nature is highly plastic. Not 
plastic, as James Mill would have explained, because 
the mind is “ under the governance of two sovereign 
masters ’’ and may have the most diverse pleasure-pain 
associations established within it by appropriate train- 
ing; but plastic because of the great number of its 
original propensities and of the vastly greater number 
of combinations among these propensities which may 
be formed by experience (p. 305). Practically every 
activity of mature life is directed not by any single 
instinct (Mr. Thorndike’s unlearned tendencies are 
resolved into elements too specific for that); but by 
some combination among several or many original 
capacities, modified little or modified greatly by 
experience. As early as “ the first half-year or less, 
original nature and nurture codperate almost inex- 
tricably”’ (p. 40). Among adults, ‘“‘ Much, perhaps 
nine-tenths of what commonly passes for distinctively 
human nature is . . . not in man originally, but is put 
there by institutions or grows there by the interaction 
of the world of natural forces and the capacity to 
learn ”’ (p. 199). 
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This view of human nature affords a firm psychologi- 
cal basis for optimism concerning the possibilities of 
social progress. Man has, indeed, no innate “ moral 
sense ”’ to lead him upward, no unlearned difference of 
response to right and wrong, no religious instinct 
(p. 202). Nor is man’s original equipment adapted to 
the higher life; on the contrary it is “ archaic, adapting 
the human animal for the life that might be led by a 
family group of wild men in the woods” (p. 280). Nor 
is this original equipment improving. It might be 
bettered, indeed, within certain limits by careful breed- 
ing (p. 244); but “ original nature springs from original 
nature ”’ (p. 235), and as matters stand, we have small 
warrant for thinking that human advance is due to 
growth of our unlearned capacities (pp. 240-243). 
What can be changed is nurture. Nurture cannot 
indeed eradicate unlearned capacities, it cannot supply 
them; but it can select certain among them for develop- 
ment and others for repression; it can make the most 
various combinations among them as well as modify 
their forms. 'The more numerous, the more diverse, the 
more specific research makes these original elements in 
human nature, the more powerful is the role it ascribes 
to the nurture, which selects, combines, and modifies 
them. Most important of all, the influence of nurture 
may be cumulative. Every increase of social wisdom 
may be applied in bettering the nurture given to the 
generation that follows, so that this generation in turn 
may give its successor training better than it received. 
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III 


Mr. Graham Wallas’s The Great Society ' has a wider 
scope than its predecessor, Human Nature in Politics. 
While the latter dealt with the conflict between the 
abstract theory of representative government and the 
psychology of practical politics, the former offers a 
psychological “ analysis of the general social organiza- 
tion of a large modern state.” A further difference is 
that the earlier book ‘“‘ turned into an argument against 
nineteenth-century intellectualism,’’ while the present 
book turns “ at times into an argument against certain 
forms of twentieth-century anti-intellectualism ”’ (p. v). 
But the two volumes have much in common. Both 
have the practical aim of bringing ‘“ the knowledge 
which has been accumulated by psychologists into touch 
with the actual problems of present civilized life” 
(p. 20). Both reveal intimate acquaintance with 
politics, with public administration, with social condi- 
tions, and best of all with individual men. Both reveal 
also a wide knowledge of technical and general litera- 
ture. To this learning there is joined in both keen 
analysis, independent judgment, and a strong construc- 
tive bent. Finally, both books are written with a 
charm nourished by the classics, and both sparkle with 
vitality. 

In matters of method, Mr. Wallas’s chief contribution 
is a deliberate effort to base his psychological analysis 
upon the “‘ complex dispositions.’’ He holds that “ for 
that preliminary view of his subject matter, which he 
will carry half-consciously in his mind and use for his 
wider speculations, the social psychologist will . . . be 
wise to explain human conduct rather by the complex 


1 The Great Society. A Psychological Analysis. By Graham Wallas. New 
York, The Macmillan Company, 1914. 8°, pp. xii + 394. 
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dispositions, which are the Greatest Common Measures 
of human nature, than by the elementary dispositions, 
which are its Least Common Measures ” (p. 29). 

What, then, are these complex dispositions? Man 
“inherits a nature ... containing many thousands 
of dispositions which incline him to react in various 
ways to appropriate stimuli. Many of these disposi- 
tions should be left rather to anatomy and physiology 
than to psychology. The psychological dispositions 
may be divided roughly into comparatively simple 
facts like the senses, memory, fatigue, etc., and the 
more complex facts of Instinct and Intelligence ” 
(p. 56). Human nature means the sum-total of the 
human dispositions (p. 22). The advantage of using 
this term is that it enables ‘ the social psychologist to 
project ... all his facts on to one terminological 
plane” (p. 23). Ordinary language makes it difficult ~ 
to combine and compare sensations (like pain), proc- 
esses (like thinking), and emotions (like anger). But 
combination and comparison become easy when we 
speak simply of the three dispositions to feel pain, to 
reason, and to become angry. 

So far Mr. Wallas’s “ dispositions ” seem to coincide 
with Mr. Thorndike’s “ capacities.” But there is an 
important difference between the concepts of human 
nature developed by these two men. Mr. Wallas pro- 
poses to use “ disposition” and “ nature” “so as to 
exclude the acquired elements.” On this view a man’s 
nature, or any one of his dispositions, becomes “ an 
imaginary point, from which the effects of experience are 
assumed to start ” (p. 23). 

Now this proposal, at least when made with reference 
to the complex dispositions, seems to me to involve a 
serious error. How can patriotism, or ambition, which 
Mr. Wallas cites as among “ the facts of human nature 
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which are of greatest importance to the social psycholo- 
gist ” (p. 32), be regarded as dispositions free from 
acquired elements? Indeed, can any complex dis- 
position consist wholly of unlearned elements? Mr. 
Wallas himself says that “ dispositions which seem, 
when considered by themselves, to be homogeneous, 
are found, when examined in relation to their stimuli, to 
consist of many independently varying tendencies ” 
(p. 60). Is the combination among these original 
tendencies itself original? If Thorndike is right, we 
must say no. A man’s action in going upstairs to get 
boracic powder to put on his burnt finger may, as Mr. 
Wallas says, ‘‘ be treated either as the result of many 
elementary dispositions to perceive, to remember, to 
decide, etc.; or as the result of a single complex disposi- 
tion to search, with the help both of the senses and the 
memory, for means of relieving pain” (p. 28). But 
certainly when it is treated in the latter way “ disposi- 
tion” is not used “so as to exclude . . . acquired 
elements.” 

Mr. Wallas would meet this criticism, I think, by 
urging that while in all behavior controlled by complex 
dispositions numerous acquired elements are con- 
spicuous (pp. 23, 38, 45 note, 65, etc.), he is abstracting 
from these acquired elements and dealing with the naked 
propensities which remain. What we fear, love, and 
acquire depends upon the material provided by our 
several experiences, and our propensities in these direc- 
tions are themselves modified in the course of exercise; 
but none the less we get these propensities by inheri- 
tance, not from experience, and upon finding appro- 
priate stimuli for their exercise much of our happiness 
depends. Tried by Mr. Thorndike’s searching analysis, 
however, the residuum of truth in this answer would be 
small. Apart from all experience, we do tend to fear, 











HUMAN BEHAVIOR AND ECONOMICS 15 


to love, and to acquire certain particular things under 
certain particular circumstances; but what these partic- 
ular things and particular circumstances are is not 
perfectly known. The fears, the loves, the acquisitive- 
ness which are great social forces, which really do con- 
‘cern the social psychologist, are not these naked original 
propensities; but these propensities made over and 
standardized by contact from the days of our births 
with other people, who got their dispositions in question 
by a similar indissoluble fusion of nature and nurture 
at the hands of their predecessors. 

The issue involved here is not, I think, purely verbal. 
Every one who does not consider, indeed every one who 
does not emphasize the fact that the human nature of 
each generation of men is determined chiefly by its 
nurture at the hands of the preceding generation misses 
the most potent single factor in social psychology. ~ 
“ Man is born,” says Mr. Wallas, “ with a set of dis- 
positions related, clumsily enough but still intelligibly, 
to the world of tropical or sub-tropical wood and cave 
which he inhabited during millions of years of slow 
evolution, and whose main characteristics changed 
little over vast periods of time” (p. 64). If that were 
the full story of the human nature with which we 
become citizens of the Great Society, our plight would 
be bad indeed. But it is not the full story. Perhaps 
we have no original capacities which the cave man had 
not; but before we start in school, still more before we 
begin to earn our livings and to vote, our numberless 
unlearned capacities have grown into certain more or 
less stereotyped combinations utterly different from the 
combinations of the cave man. It still remains true 
that “ neither our instinctive nor our intelligent dis- 
positions [even as thus made over] find it easy to dis- 
cover their most useful stimuli ”’ in the Great Society 
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(p. 65). But happily the disharmony is not that be- 
tween the original instincts of cave men and the require- 
ments of civilization. It is the disharmony between the 
requirements of the Great Society and a human nature 
composed of cave man elements combined with one 
another in definite forms derived from generations of 
farmers, handicraftsmen, and petty shopkeepers. 

Did Mr. Wallas adhere strictly to his proposal of 
treating complex dispositions as free from all acquired 
elements his analysis would contribute little to our 
understanding of present social problems. Happily he 
forgets his proposal almost as soon as he makes it, and 
proceeds to analyze the complex dispositions of greatest 
social import in the forms in which they manifest 
themselves today. 

A particularly admirable feature of this analysis is the 
treatment of the relations between Instinct and Intelli- 
gence (chapter III). McDougall in his Social Psychology 
(p. 44) advanced the view that intelligence is but a 
complex apparatus for finding ways and means toward 
the ends which are set by instinct. Mr. Wallas, on the 
contrary, holds ‘“ that we are born with a tendency, 
under appropriate conditions, to think, which is as 
original and independent as our tendency, under appro- 
priate conditions, to run away” (p. 43). Here, of 
course, Mr. Wallas and Mr. Thorndike are at one. 

There follows a series of chapters (V to IX) discussing 
the efforts to establish a system of social psychology 
upon the basis of a single disposition, or of two or three 
dispositions at the most. The leading doctrines treated 
are the habit philosophy of Sir Henry Maine and others, 
the fear philosophy of Hobbes, the pleasure-pain philos- 
ophy of Bentham, the psychology of the crowd based 
upon imitation, sympathy and suggestion by Bagehot, 
Tarde and their disciples, the social psychology of love 
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offered by Comte and less definitely by later writers, 
and finally, the doctrine of ineradicable national hatred 
proclaimed by contemporary militarists. | Nowhere 
else in anything like the same compass can be found so 
fair and so pregnant an account of efforts to discover the 
psychological principles by which social behavior is 
determined. Of especial interest to economists is the 
remarkably fresh treatment of Bentham’s hedonism. 

The result of this review is ‘‘ to prove that as the 
scale of social organization extends, the merely instinc- 
tive guidance of Fear, or Love, or Pleasure, or Habit, 
becomes more and more unsafe; and that not only is a 
clearer. consciousness of his actions and a stronger 
habit of forecasting their results needed by the ordinary 
man, but also that Thought in the great sense, the 
long-continued concentration of the professed Thinker 
in which new knowledge is made available for the 
guidance of human life, is required as it has never been 
required before ” (p. 191). 

Hence the great practical issue for modern society is 
whether our thinking about social problems can be 
made more effective. Mr. Wallas accepts the evidence 
of psychologists that we cannot control the movement 
of thought; but he contends that we can control the 
material circumstances necessary for thought, the 
mental attitudes which are favorable to thought, and 
our relations to the subject matter of thought. These 
relations include, besides logic in the narrow sense, our 
use of memory and record, and our standardizing of the 
facts about which we think by the use of money values, 
commercial grading of commodities, and the like. 
Keen and wise as is the discussion, its chief service is to 
define “‘ the dominant intellectual problem of the Great 
Society.” This problem ‘“‘ may be summed up in the 
statement that he who thinks about the civilized world 
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is now compelled either to standardize it in shifting 
Memory and abstract Record, and so think erroneously 
about it, or to attempt to standardize it in fact, and so, 
perhaps, destroy the only conditions of life in which 
man is fitted to find the satisfaction of his nature ”’ 
(p. 222). About the practical solution of this problem 
Mr. Wallas is inclined to be optimistic, on the ground 
that “‘ both the development of more delicate logical 
methods and the accumulation of recorded observations 
are, in fact, now making deliberate Thought about 
mankind less inexact and misleading than at any other 
point in history ” (p. 240). 

Having examined the “facts of human psychology 
with the purpose of discovering how they can be adapted 
to the needs of the Great Society ’’ in Part I of his book, 
Mr. Wallas proceeds in Part II to “ examine existing 
forms of organization in the Great Society with the pur- 
pose of discovering how far they can be improved by a 
closer adaptation to the facts of human psychology ”’ 
(p. 249). Into this field I shall not follow him, because 
his task here is less to develop than to apply social 
psychology. Suffice it to say that the discussion con- 
cerns a number of burning current issues: the efficiency 
of government by parliament, cabinet, and civil service; 
the relations between business managers and share- 
holders; individualism, socialism, and syndicalism; the 
effect of “‘ scientific management ” upon the happine s 
of workers; women’s suffrage, and the balance betweesn 
liberty and compulsion most conducive to social wel- 
fare. Any one who doubts the helpfulness of looking at 
such issues from the psychological viewpoint will be 
rapidly converted to faith if he will entrust himself for a 
few hours to Mr. Wallas’ wise leading. 
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IV 


In an article published in the American Journal of 
Sociology in September, 1898, Professor Veblen intro- 
duced into psychological discussion a new instinct, 
which he christened the instinct of workmanship. Both 
Mr. Parmelee and Mr. Thorndike discuss this article, 
but doubt the genuineness of the alleged instinct. 
The former, misinterpreting it as simply ‘‘ the tendency 
to work,” decides that it is “ very far from being a dis- 
tinct instinct,” because it ‘“‘is very complex in its 
character and causes.””! Mr. Thorndike likewise holds 
that this propensity as “‘ the gifted economist Veblen ”’ 
defines it, is “‘a complex of several sets of original 
connections and of their guidance by material and 
human surroundings.” * But while thus breaking the 
alleged instinct up into several original elements, he © 
pronounces that, ‘Such a tendency surely comes to 
exist in very many men under the ordinary circum- 
stances of life, and may properly be used in economics 
as a postulate.” * 

Thus Mr. Veblen’s long-awaited volume upon The 
Instinct of Workmanship‘ encounters the preliminary 
objection that its very title in a misnomer and its fun- 
damental thesis is anerror. But Mr. Veblen is prepared 
for such criticism. He admits that the concept of 
instinct has disintegrated in the biological sciences since 
these sciences have begun a search for the irreducible 


1 The Science of Human Behavior, p. 252. 

2 Chief among the original ti he ti the tendencies to multiform 
physical and mental activity, the satisfyingness of mental control and of human ap- 
proval, and the annoyance we feel at being thwarted and at being the object of human 
contempt. Among the environmental guiding factors he mentions, ‘‘ objects to be 
duplicated, ends to be gained, and the human customs of approving certain products 
of intellect or skill and condemning others.” 

* The Original Nature of Man, pp. 143, 144. 

4 The Instinct of Workmanship and the State of the Industrial Arts. By Thorstein 
Veblen. New York, The Macmillan Company, 1914. 8°, pp. ix + 355. 
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elements that go to make up behavior. By a brilliant 
anticipation of Mr. Thorndike’s results, he points out 
that the concept would disintegrate in psychology 
also, if it undertook a similarly searching analysis of the 
mental elements in human activity. But his own task 
is neither biological investigation nor exhaustive 
psychological analysis: it is “ inquiry into the nature 
and causes of the growth of institutions.” For certain 
factors of unquestioned importance in this process of 
institutional growth, he thinks that ‘‘ no better designa- 
tion than the time-worn ‘ instinct’ is available’ (pp. 
1-3). 

What then are instincts as factors in the evolution of 
culture ? Mr. Veblen describes them as “ innate and 
persistent propensities of human nature,’’ constituted 
by the ‘“‘ composite functional groups ”’ into which the 
“simple and irreducible psychological elements of 
human nature fall.”’ For their peculiar purposes the 
social sciences are warranted in handling these clusters 
of quasi-tropismatic impulses as themselves “irreducible 
traits of human nature.” For, “ it is in the particular 
grouping and concatenation of these ultimate psycho- 
logical elements into characteristic lines of interest and 
propensity that the nature of man is finally to be dis- 
tinguished from that of the lower animals ”’ (p. 3). 

Mr. Veblen’s concept of instincts, then, as “ com- 
posite functional groups ” into which the “ simple and 
irreducible elements of human nature fall ’’ seems to be 
nearly identical with Mr. Wallas’s concept of ‘‘ complex 
dispositions.” And like Mr. Wallas, but unlike Mr. 
Thorndike and Mr. Parmelee, he lays stress upon the 
functioning rather than upon the structure of instincts. 
Moreover the functioning which concerns him is not the 
early manifestation of instincts in the life of the individ- 
ual, but the mature role which instincts play in social 
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life. When studied from this viewpoint, each instinct 
is found to propose “ an objective end of endeavor ”’; 
and it is by this “‘ purpose to which it drives ”’ that we 
identify a given instinct and distinguish it from its 
brethren. That is, “‘ Instinctive action is teleological, 
consciously so” (pp. 3, 4). Hence “all instinctive 
action is intelligent in some degree. That is what 
marks it off from the tropisms and takes it out of the 
category of automatism” (p. 31). “ When instinct 
enjoins little else than the end of endeavor, leaving the 
sequence of acts by which this end is to be approached 
somewhat a matter of open alternatives, the share of 
reflection, discretion, and deliberate adaptation will be 
correspondingly large” (p. 38). In short “ for present 
use, [instinct] denotes the conscious pursuit of an 
objective end which the instinct in question makes 
worth while ” (p. 5). 


Now instincts as they function “ in the give and take 


of cultural growth,” which is Veblen’s business, differ 
from instincts as parts of the original nature of man, 
which is Thorndike’s business, and from instincts as a 
feature in the evolution of the nervous system, which is 
Parmelce’s business. It is confusing to have the same 
term used to cover these three concepts, because state- 
ments which hold true of one concept become false 
when another concept is considered. For example, 
Mr. Thorndike protests vigorously against teleological 
interpretations of instinct (p. 15); for, by original 
nature, it seems clear that the individual does not at 
first appreciate the ends of his muscular responses to 
stimulating situations. But it seems equally clear that 
in the course of experience man does find out what his 
ends are, so that, as factors in social life, the instincts 
become consciously teleological, as Veblen says they 
are. Again, as preformed connections between certain 
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neurones the instincts are doubtless highly specific, as 
Mr. Parmelee holds; but in the course of experience so 
many new connections are formed among the neurones 
that the common run of instincts lose their putative 
sharpness of outline and take on that ‘“‘ vagueness or 
generality ” which Veblen, the student of culture, finds 
characteristic of them (p. 13). Thus, by taking con- 
siderable pains to remember just what concept each of 
our three writers has in mind, the reader can reconcile 
their seemingly inconsistent statements. As future 
discussions increase our knowledge of these entities, we 
shall probably agree upon appropriate terms for dis- 
criminating among them. Mr. Wallas’s adoption of 
the term “ complex dispositions”’ is a step in this 
direction. But, as matters stand, we can scarcely 
chide Mr. Veblen for not entitling his book ‘“‘ The Com- 
plex Disposition of Workmanship.” 

There is one point, however, at which we may fairly 
ask Mr. Veblen to modify his language. Just as Mr. 
Wallas seems mistaken in saying that complex disposi- 
tions (in his usage) are free from acquired elements, so 
Mr. Veblen seems mistaken in saying that instincts (in 
his usage) are “ hereditary traits.” In making this 
statement I suspect that he has momentarily reverted 
from his own meaning of instinct to Mr. Thorndike’s 
meaning. As parts of the original nature of man, 
instincts are inherited; but instincts “as they take 
effect in the give and take of cultural growth” have 
important acquired elements in addition to the elements 
which are inherited. Perhaps Mr. Veblen’s explana- 
tory clause, that instincts are inherited “ as spiritual 
traits emerging from a certain concurrence of physiolog- 
ical unit characters” is a sufficient defense against 
this criticism. But Mr. Veblen would surely admit 
that certain characteristics of instincts on which he 
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lays stress — their consciously teleological quality, their 
infusion by intelligence — emerge from experience. 
Doubtless, these characteristics could never appear 
unless the capacity to develop them were inherited; but 
the same remark holds true of every acquisition of 
man—for example, his knowledge of this year’s 
fashions. Mr. Veblen’s statement as it stands contains, 
as he remarks in a different connection, “‘ rather a 
modicum of truth than an inclusive presentation of the 
facts relevant to the case ”’ (p. 115). 

Human nature to Mr. Veblen, then, is essentially 
“the complement of instinctive dispositions.” This 
complement fluctuates widely from one individual to 
another, and these fluctuations are particularly marked 
among such hybrids as are practically all individuals 
among the peoples of the Western culture. ‘‘ Yet, even 


through these hybrid populations there runs a generi- _ 


cally human type of spiritual endowment, prevalent as 
a general average of human nature ”’ (p.15). And this 
“‘ typical human endowment of instincts ” is conceived 
to have “‘ been transmitted intact from the beginning 
of humanity, . . . except so far as subsequent muta- 
tions have given rise to new racial stocks” (p. 18). 
Such differences of racial endowment are not consider- 
able, but “ a slight bias of this kind, distinctive of any 
given race, may come to have decisive weight when it 
works out cumulatively through a system of institu- 
tions ...” (p. 24). > 

Among all the instincts with which man is endowed, 
Mr. Veblen ascribes the highest survival value to the 
instinct of workmanship. For the primary factor in 
deciding which shall survive among competing racial 
stocks is “ their relative fitness to meet the material 
requisites of life” (p. 17). And “ chief among those 
instinctive dispositions that conduce directly to the 
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material well-being of the race ... is perhaps the 
instinctive . . . sense of workmanship.” Its primacy 
is disputed only by the closely-related “‘ parental bent ” 
(p. 25). 


The instinct of workmanship is “an animus for 
economy and efficiency ” (p. 27). ‘‘ Efficient use of the 
means at hand and adequate management of the re- 
sources available for the purposes of life is itself an end 
of endeavor, and accomplishment of this kind is a source 
of gratification ” (pp. 31, 32). This instinct is pecul- 
iar in that it is an auxiliary to all the other instincts, 
rather than an independent force. ‘‘ The generality 
of instinctive dispositions prompt simply to the direct 
and unambiguous attainment of their specific ends ”’ 
(p. 32). But the functional content of the instinct of 
workmanship “is serviceability for the ends of life,” 
and these ends are “ at least in the main, appointed and 
made worth while by the various other instinctive 
dispositions ” (p. 31). ‘“ The best . . . outcome of 
this disposition is not had under stress of great excite- 
ment or under extreme urgency from any of the instinc- 
tive propensities . . . whose ends it serves’”’ (p. 33). 
It does “‘ not commonly run to passionate excess,’”’ and 
“ yields ground somewhat readily ’’ when brought into 
competition with “ more elemental instinctive propensi- 
ties’ (p. 34). It is also readily bent in various direc- 
tions, according ‘‘as one or another of the instinctive 
dispositions is predominant in the community’s scheme 
of life” (p. 35). ‘‘ The grave importance that attaches 
to it is a matter of its ubiquitous subservience to the 
ends of life, and not a matter of vehemence’”’ (p. 34). 

As the instincts constitute the first great factor in 
culture, so modifications of instinctive behavior through 
intelligence and habits constitute the second. Tho 
secondary in origin, these modifications attain decisive 
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importance because they are cumulative. They are 
passed on from generation to generation and each 
acquired element may become the basis of new acquisi- 
tions. Of this nature are usages, customs, conventions, 
preconceptions, canons of conduct, bodies of knowl- 
edge including the customary scheme of technology 
upon which workmanship proceeds (pp. 6, 7, 38, 39). 

Now the great problems of cultural history arise from 
the fact that while “ the typical human endowment of 
instincts ” changes but little, ‘‘ the habitual elements of 
human life change unremittingly and cumulatively ” 
(p. 18). Conflicts are thus frequently produced 
between the stable instincts and the evolving institu- 
tions. When institutional changes affect materially 
the ways and means by which a race gets its living, the 
crucial question arises whether its instincts will enable 
it to employ the new means and to live under the new . 
institutions which its own progress has created (p. 35). 
There is, of course, no possibility of solving such a 
problem by changing the instincts. The only way to 
restore harmony is to readjust the scheme of institu- 
tions. The possibility of making such readjustments 
is primarily determined by the driving force among the 
people in question of those instincts which make for 
material welfare — above all the sense of workmanship 
and the parental bent — and the resisting force of insti- 
tutional bonds. “‘. . . History records,’’ says Mr. Veb- 
len, “more frequent and more spectacular instances 
of the triumph of imbecile institutions over life and 
culture than of peoples who have by force of instinctive 
insight saved themselves alive out of a desperately 
precarious institutional situation, such, for instance, as 
now faces the peoples of Christendom ”’ (p. 25). 

With these elements in cultural development in 
mind, Mr. Veblen proceeds to sketch the role played by 
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the instinct of workmanship from the stone age to the 
twentieth century. 

The slow advance of technology among savage 
peoples he ascribes in part to the customary rule of the 
elders and the associated habits of mind which establish 
a degree of tabu upon innovation. But more obstruc- 
tive still is “ the self-contamination of the sense of 
workmanship ”’ (p. 52). Animism in its origin is ‘‘ the 
naive imputation of a workmanlike propensity in the 
observed facts.”’ Now such an imputation is radically 
misleading in attempts to work inorganic matter, but 
much less so in dealings with plants and animals. 
Hence the savage makes vastly better progress with 
agriculture and domesticating animals than with stone- 
working and the like. This keen suggestion Mr. 
Veblen supports by an impressive body of evidence. 
Even the one conspicuous case which seems to count 
against his thesis — the skill of the Eskimo in working 
bone, skin, sinews, etc. — might perhaps be converted 
into additional support if skilfully construed. 

The chief factor in weakening these obstacles and 
so in promoting technological advance Mr. Veblen 
finds in the appearance of three new mutant races, — 
the three racial stocks of which the European popula- 
tions and their offshoots are still mainly compounded. 
Of these races the latest — the dolicho-blond — ap- 
peared during the early neolithic period. Now these 
new races, perhaps, in most eminent degree the dolicho- 
blond, were characterized by an endowment of instincts 
among which the sense of workmanship, the parental 
bent, and those dispositions which constitute the “ spirit 
of enterprise ” were relatively more powerful than the 
like propensities had been among the earlier races. 
Hence the tabu upon innovation counted for less among 
these mutants than among their forerunners. More- 
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over, the new races had the great advantage of coming 
into a world where considerable progress had already 
been achieved in the material arts of life. They could 
and did borrow freely the achievements of the older 
races; for the archaeological evidence from neolithic 
times supports the view that life was fairly peaceable, 
and that not a little trading was carried on. Now 
when things are borrowed most of their magical halo is 
lost in transit, so that they can be turned to use by their 
new owners in a much more matter-of-fact fashion than 
by their old owners. Hence the contamination of 
workmanship by its self-begotten animism counted for 
less among the new races, and mechanical efficiency had 
freer play. 

Savage life presents a sort of archaic communism. 
But the slow technological advance which may take 
place gradually causes free workmanship to be super- 
seded by a pecuniary control of industry. For when 
technological advance has produced an appreciable 
resort to indirect methods of production and an accu- 
mulation of wealth beyond the current necessaries of 
subsistence, there develops slowly the epoch-making 
institution of ownership. With an accumulation of 
wealth comes also a stronger inducement to aggression, 
hence a marked increase of fighting, and hence the 
advent of the war chief. Ownership comes to vest 
iargely in the war leaders, so that rights of ownership 
blend with notions of mastery. THis development of 
predatory institutions, initiated by technological ad- 
vance, reacts most unfavorably upon the instinct of 
workmanship. Interest is shifted from the fulness of 
life of the community and centers in the warlike glory 
of the tribe, its leaders, and its god. The fullest 
development of this type of culture is found among the 
pastoral peoples of the east, whose gifts enabled them 
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to make great conquests, but whose inattention to the 
basic arts of life involved their wide empires in inglorious 
collapse. 

That the Western peoples have been able to make 
more consistent progress than the Eastern pastoralists 
arises from the fact that among them the predatory 
phase of the pecuniary culture gave way sooner to the 
commercial phase. ‘‘ Owing, probably, to the peculiar 
topography of Europe, small-scale and broken, the 
pastoral-predatory culture has never been fully de- 
veloped or naturalized in this region, nor has a monarchy 
of the great type characteristic of western Asia ever run 
its course in Europe” (p. 231). Not that the Euro- 
peans kept the peace; but, since the close of the Dark 
Ages at least, war has not precluded a pertinacious 
pursuit of the arts of subsistence among them. Their 
pecuniary organization, indeed, was by no means wholly 
favorable to the progress of technology; for it led to a 
conventional disesteem of labor, to conspicuous waste, 
to conflict instead of harmony of individual interests, 
and it brought the matter-of-fact knowledge on which 
technical progress depends into disrepute among the 
well-to-do and left the workers no appreciable leisure or 
energy for indulging idle curiosity. Still, this phase of 
culture permitted the rise of the business-like “‘ middle 
classes’ — and these classes had at least a business 
interest in the progress of the arts. 

From this point onward, Mr. Veblen is dealing with 
materials which are more familiar to economists. But, 
as ever, he looks at familiar facts from a strange angle. 
What interests him in the era of handicraft is that the 
instinct of workmanship comes to the fore again, but 
is again self-contaminated “in the way of an anthro- 
pomorphic interpretation that construes the facts of 
experience in terms of a craftsmanlike bent ” (p. 242). 
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To this self-contamination Mr. Veblen traces the 
broadly characteristic features of early modern sciences. 
Under the daily discipline of the handicraft system 
material science rose out of scholasticism to the con- 
ception of the Creator as the Master Craftsman who 
made a beneficent Order of Nature. It was the business 
of science to discover the Laws of this Natural Order. 

Despite this warping of the sense of workmanship, 
technology progressed rather rapidly under the handi- 
craft system, and this progress was the primary factor 
in producing the salient features of present day culture, 
— capitalism and the machine process. More elaborate 
industrial equipment increased the pecuniary require- 
ments of business and threw the discretionary control of 
industry into the hands of the moneyed men. On the 
spiritual side, also, the handicraft system paved the 
way for capitalism; for capitalism rests on a legal and - 
customary basis of Natural Rights, which is a derivative 
of the beneficent Order of Nature made by the Great 
Artificer. What Mr. Veblen says on these topics in 
his concluding chapters may be passed over, partly 
because many of the fascinating ideas there developed 
at length have been briefly suggested in his earlier 
publications (especially the Theory of Business Enter- 
prise), partly because much the same materials are 
treated in the next book on my list. 


V 


Mr. Sombart’s latest book, Der Bourgeois,’ is a 
popular version of Der Moderne Kapzitalismus, issued 
ad interim while the new edition for the use of scholars 
is coming out in parts. While, as has been said, it 

1 Der Bourgeois. Zur Geistesgeschichte des modernen Wirtschaftsmenschen. 


Von Werner Sombart. Minchen und Leipzig, Duncker und Humblot, 1913. 8°, pp. 
vii + 540. 
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covers much the same period as Veblen’s later chapters, 
the method of treatment is very different. Veblen 
assumes in his reader a knowledge of the substantial 
facts, and as his own contribution indicates the causal 
connections between the broad features in the process 
of cultural growth. His is a book of interpretations 
written by one with a genius for taking the cosmic 
point of view. When he cites a fact it is for purposes 
of illustration — not for purposes of giving information 
or proving his theories. These theories rest on a wide 
and curious range of learning, which few of us command, 
so that most of us accept or reject them on grounds of 
preconceptions rather than on grounds of evidence. 
Mr. Sombart has somewhat the same penchant for 
interpreting economic history; but he also likes to 
write it. His text is full of diverting details, it is supple- 
mented by long pages of learned notes, it tells the 
reader what the facts were besides setting these facts 
in what he conceives to be the clearest perspective. If 
we do not agree with his conclusions, he tells us where 
to look for proof. 

Unlike Veblen again, and unlike Wallas also, Som- 
bart has little to say about the structure and the 
functioning of human nature at large. None the less, 
his writings are distinctly contributions to social psy- 
chology. For the central feature of economic history 
to him is “ Geistesgeschichte.’”’ Capitalism, for in- 
stance, means to him a definite and peculiar complex of 
habits of thought and action. His task is to show how 
this complex has been gradually evolved within the 
West-European culture (p. 9). 

According to Mr. Sombart, the capitalistic spirit is a 
hybrid, bred by crossing the spirit of business enter- 
prise upon the burgher spirit. Each of these parents 
in turn is made up of various elements: business enter- 
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prise is a synthesis of avariciousness, adventurousness, 
inventiveness, and much besides; while the burgher 
spirit is compounded of industry, thrift, honesty, and 
rational calculation (pp. 24, 194, 236). The first part 
of the book, over which I shall pass rapidly, tells how 
this hybrid was produced historically; the second part 
tells why social evolution took this particular direction. 

Lust for gold manifested itself early among the 
European peoples, as the Sagas show. But the idea of 
making money by regular economic activity developed 
late. Highway robbery and piracy, magic and alchemy, 
scheming projects of all sorts, usury, gambling and 
speculation scarcely differing from gambling, were 
much more “ natural” ways of seeking treasure, and 
all were practised on a grand scale before capitalism 
arose. Meantime certain qualities indispensable to the 
capitalist enterprises were being developed in other . 
than business activities. In war, in the management 
of lands, in the administration of state and church 
there was scope for inventiveness, capacity for organiza- 
tion, and capacity for managing men without compul- 
sion by appealing to their interests. 

As for the burgher spirit, Mr. Sombart shows that 
the worldly virtues of industry, thrift, and honesty 
have been inculcated in much the same fashion by a 
long line of popular moralists from Alberti in the fif- 
teenth century to Benjamin Franklin in the eighteenth. | 
The other chief constituent of this spirit, rational cal- 
culation, made notable advances through the rise of 
book-keeping and its fruition in accountancy. 

There follows an interesting series of chapters sketch- 
ing the rise and frequently the decline of capitalism in 
Italy, Spain, France, Germany, Holland, England, and 
America. But, while he is concerned to insist upon the 
continuity of the development from mediaeval Florence 
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to contemporary New York, Mr. Sombart shows that 
there are marked differences between the early bour- 
geois and the bourgeois of today. The fundamental 
difference is this: in all the thinking and scheming of 
the old-fashioned bourgeois, the weal and woe of living 
men was the foremost consideration, whereas in modern 
business the center of interest is profits and the pros- 
perity of the business enterprise as such (pp. 195 and 
217). 

With this historical material in hand, Mr. Sombart 
now asks: How did the capitalistic attitude arise in the 
minds of men? He answers: this attitude is partly a 
matter of instinct, partly a matter of character, partly 
a matter of knowledge. The bourgeois got his instinc- 
tive capacities by inheritance, his character by training, 
his knowledge by instruction. 

Sombart’s account of the instinctive capacities which 
are the fundamental basis of the bourgeois’ attitude is 
perhaps the least satisfactory part of his book. He 
assumes that all the phenomena of the capitalistic 
spirit may be traced back to certain inherited “ dis- 
positions.” These dispositions appear to be numerous, 
but no attempt is made to define them beyond the 
insertion of some rather obvious comments upon the 
qualities exhibited by “ enterpriser natures”? and by 
“‘ burgher natures ”’ — qualities like cleverness, decision, 
deficiency of feeling as compared with intellect and will. 
Of course, the true bourgeois is born with both these 
natures. Nor is Sombart’s dealing with difference of 
racial endowments impressive. Races mean to him 
not the racial types which modern anthropologists have 
found to exist among the populations of Europe, but the 
various races of which history tells. Among these 
races he regards the Celts and certain Germanic tribes, 
particularly the Goths, as deficient in native gifts for 
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capitalistic activity. Hence in large part the back- 
wardness in business of the Scottish Highlanders, the 
Irish, the French, the Spaniards and the Portuguese.' 
The peoples highly endowed with capitalistic disposi- 
tions are the Romans, Normans, Lombards, Saxons, 
and Franks, whom he groups together as “ hero- 
peoples,” and the “ trading-peoples,”’ the Etruscans 
(largely represented in Florence), the Friesians (who 
settled Holland and the lowlands of Scotland), and the 
Jews. 

The bourgeois virtues Mr. Sombart derives chiefly 
from religious teaching, altho he recognizes that certain 
classical philosophers exercised an influence. Catholi- 
cism inculcated from the start the burgher virtues of 
industry, frugality and honesty; it insisted upon a 
rational conduct of life— the subjection of natural 
impulses to a rule of reason laid down by the church. . 
And the Church modified her teachings to keep pace 
with the times. From the fourteenth century onward 
her writers upon ethics manifested a clear knowledge of 
and a lively sympathy with the new developments in 
economic life. Poverty as an ideal disappeared from 
her teachings to the laity. Nor were men longer 
taught to remain contentedly in that station of life in 
which God had first placed them. Even the prohibi- 
tion of interest was given a form positively favorable to 
the rise of capitalism. Investments and loans were 
sharply contrasted, the former were heartily approved, 
the latter as heartily condemned. That is, every one 
was encouraged to take his share in the management and 
risks of business, and discouraged only from living in 
idleness and security upon the fruits of other men’s 
labors. 


1 {n speaking of the Irish, Mr. Sombart makes an amusing blunder: “‘ even in the 
whirlwind of American business life they have preserved their comfortable quiet in 
large measure, preferring to save themselves from the turmoil in the quiet harbor of a 
political office " p. 270. 
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Protestantism threatened at first to obstruct the rise 
of business enterprise. Every intensification of relig- 
ious feeling tends to make men indifferent to worldly 
wealth. In addition Lutheranism was characterized bya 
reactionary preference for the simple life of the peasant 
and craftsman, while Calvinism developed a similarly 
reactionary exaltation of poverty, and in its Puritan 
strains filled the week so full of religious exercises as to 
leave scant time for an “ excess of worldly cases and 
business.” If the Protestant churches did not dam the 
rising tide of capitalism, then, it must have been be- 
cause in their own despite other elements in their — 
teaching favored the bourgeois attitude toward life. 
Of these elements the chief was a passionate insistence 
upon the necessity of holding the fleshly lusts in sub- 
jection, of practising the burgher virtues which Thomas 
Acquinas had praised. Idleness, sensuality, amuse- 
ments of all sorts, extravagance, and artistic interests 
were condemned in the interests of the soul; but the 
condemnation proved also to be in the interests of the 
pocket book. 

Judaism, finally, was even more favorable to the 
business life than Catholicism. It never inculcated the 
ideal of poverty, it was even more thoro than Cathol- 
icism in its teaching of rationalism, it went as far as 
Puritanism in checking artistic interests. But the 
great impetus which Judaism gave to the rise of busi- 
ness habits came from the distinction which it drew 
between the lawful treatment of Jews and Gentiles. 
From a co-religionist the Jew could not lawfully take 
interest or lawfully exact more than the “ justum pre- 
tium.” But from a Gentile he could with a clear con- 
science do both. In his dealings with the latter he 
was free to develop business morality of the modern 


sort. 
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Besides these biological and moral sources of the 
capitalistic spirit, Mr. Sombart discusses the social cir- 
cumstances from which it is in part derived. (1) Of 
the various ways in which the state is held to have 
hindered or helped the economic transformation, one 
only is likely to be overlooked by other students — 
namely, state policy toward heretics. SirWilliam Petty’s 
remark, ‘“ Trade is not fixed to any species of Religion 
as such; but rather . . . to the Heterodox part of the 
whole,”’ seems to have been a just generalization. Mr. 
Sombart thinks that there was a correlation between 
heterodoxy and inherited capitalistic aptitudes; but he 
also suggests that for people cut off in large measure 
from participation in the social and political life of the 
country there was little left save immersion in business 
interests. (2) For similar biological and social reasons 
he regards emigration as highly favorable to capitalism. 
The immigrant must work of necessity in his new home, 
and there he can work with less interference from tra- 
dition than in hisold home. Hence the large number of 
advances scored by immigrants both in business organ- 
ization and industrial technique. (3) The inrush of 
Peruvian silver and Brazilian gold was a factor of first- 
rate importance, in that it hastened the development 
of the money economy, intensified the desire for wealth, 
and spread the fever of speculation. (4) Improvements 
in industrial technique made a similar appeal to the 
business imagination. They also’ nourished other 
traits characteristic of the bourgeois: rationality, 
interest in the means rather than the ends of life, 
imbecile delight in what is called “ progress,” but 
might better be called acceleration. Perhaps still more 
important were the indirect influences of invention 
upon capitalism — especially, the increase of population 
which it made possible. (5) The economic activities of 
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the pre-capitalistic era — particularly trade, above all 
foreign trade and money lending — of course offered an 
elementary training in bourgeois habits of mind. 
Finally, capitalism, once born, had a cumulative 
growth: the institution nourished the spirit from which 
it sprang. The rationality of business methods be- 
came more perfect, the ‘‘ system ’”’ became more and 
more independent of the men who ran it, competitive 
conditions forced a ceaseless expansion in the size of 
enterprises, an ever more exacting attention to details, 
an ever faster pace in the operation of machinery, an 
ever shorter period of “ turn over.’”’ So completely has 
the capitalistic spirit possessed its victims that sane and 
able men spend their whole lives and prematurely 
exhaust their whole energy as slaves of business, not 
from a sense of duty, not as yielding to a necessary evil, 
but with enthusiastic devotion to what they love best. 
As may be judged from the preceding outline, Mr. 
Sombart’s work is a cross between economic history and 
sociology. One thinks of him as a born theorist, 
remaining such notwithstanding prolonged training as 
an historian. Doubtless he has the defects as well as 
the qualities of this combination. The social psycholo- 
gists assert that his analysis of mental evolution is 
crude; the historians assert that his details are often 
wrong. Like a sociologist dipping into history he often 
bases a congenial generalization upon scanty evidence. 
Like a man of documents dipping into theory he often 
gives the formal pedigree of an idea, when what is 
needed is an explanation of the conditions which gave 
wide currency to a habit of thought. Probably much 
of his work will have to be done over again. But after 
all deductions have been made, it may well prove true 
that Mr. Sombart has contributed more to the progress 
of economics than any German of his generation. 
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Schmoller’s great effort to produce economic science 
according to the specifications of the historical school 
achieved little more than the mechanical juxtaposition 
of sections of economic history and sections of conven- 
tional economic theory. Sombart has come much 
nearer the goal of blending these two elements in such a 
fashion as to explain at once the current working and 
the cumulative changing of economic processes. 


VI 


Mr. Walter Lippmann ' is a disciple of Mr. Graham 
Wallas, and to him Mr. Wallas has dedicated The Great 
Society in a charming note. Like his master Mr. Lipp- 
mann has had first-hand, tho briefer, experience of 
politics, like his master he has turned to psychology for 
a key to its riddles, and like his master, he “ writes - 
with the practical purpose of bringing the knowledge 
which has been accumulated by psychologists into 
touch with the actual problems of present civilized 
life.” To this end he has given his book a popular form, 
chosen illustrations that are strictly up-to-date, talked 
freely about the politicians who are conspicuously 
before the public, and cultivated a style full of journal- 
istic ‘‘ snap.” 

Mr. Lippmann’s chief conscious difference from his 
master concerns a psychological issue. In his opinion, 
“Mr. Wallas works with a psychdlogy that is fairly 
well superseded ” (p. 84). Mr. Lippmann adheres to 
the ‘“ Freudian School.” Unfortunately, he has not 
attempted to justify either his doubt of the psychology 
on which Mr. Wallas depends, or his faith in the 
methods of Freud. Perhaps this omission does not 


1 A Preface to Politics. By Walter Lippmann. New York, Mitchell Kennerly, 
1913. 8°, pp. xiv + 318. 








38 QUARTERLY JOURNAL OF ECONOMICS 


detract seriously from the popular appeal of his book, 
but it leaves his superstructure resting upon a founda- 
tion of faith rather than a foundation of knowledge. 
As he himself says, not even the disciples of the Freudian 
school “ would claim that it had brought knowledge to 
a point where politics could use it in any very deep or 
comprehensive way ”’ (p. 84). 

Conscious of this weakness in his position, Mr. Lipp- 
mann meets it by contending that the way to achieve 
more certain knowledge is to apply what insight into 
human nature we already possess to our dealings with 
practical problems. If we assume the experimental 
attitude toward life, “every mistake will contribute 
toward knowledge” (p. 107). “ ... to suppose 
that the remedy lies in waiting for monographs from the 
research of the laboratory is to have lost a sense of the 
rhythm of actual affairs. That is not the way things 
come about; we grow into a new point of view; only 
afterwards, in looking back, do we see the landmarks 
of our progress” (p. 86). ‘In other words, we must 
put man at the center of politics, even tho we are 
intensely ignorant of men and of politics. This has 
always been the method of great political thinkers from 
Plato to Bentham. But one difference we in this age 
must note: they made their political man a dogma — 
we must leave him an hypothesis ”’ (p. 106). 

Mr. Veblen has an eerie detachment from current 
political issues that is as disconcerting to most readers 
as Mr. Lippmann’s immersion in them is comfortably 
natural. Nevertheless, Mr. Lippmann’s view of the 
fundamental issue in present politics is best formulated 
in The Instinct of Workmanship. Most peoples that 
have had a long history, Mr. Veblen remarks, “ have 
from time to time been brought up against an imperative 
call to revise their scheme of institutions in the light of 











HUMAN BEHAVIOR AND ECONOMICS 39 


their native instincts’ (p. 24). Mr. Lippmann sees 
America in this plight today. The chief task of state- 
craft ‘‘ is the invention of forms and institutions which 
satisfy the inner needs of mankind” (p. 86). The 
chief error of most reform projects is that they try to 
preserve the institutions by placing tabus on the 
instincts. The chief hope of real reform lies in modify- 
ing the institutions so that the instincts may work to 
good ends. 

It is vain to forbid the existence of evil by law. 
Human desires cannot be eradicated: “ the impulses, 
cravings and wants of men must be employed. You 
can employ them well or ill, but you must employ 
them ” (p. 46). To employ them well you must find 
what William James called the ‘“‘ moral equivalent ” 
for evil. ‘‘ Instead of tabooing our impulses, we must 
redirect them. Instead of trying to crush badness we 
must turn the power behind it to good account. The 
assumption is that every lust is capable of some civilized 
expression ”’ (pp. 49, 50). 

This assumption is justified by the Freudian doctrine 
of “‘ sublimation.” The Freudian psychologists “ have 
brought forward a wealth of material which gives us 
every reason to believe that the theory of ‘ moral 
equivalents’ is soundly based, that much the same 
energies produce crime and civilization, art, vice, 
insanity, love, lust, and religion. In each individual 
the original differences are smalk. ‘Training and 
opportunity decide in the main how men’s lust shall 
emerge. Left to themselves, or ignorantly tabooed, 
they break forth in some barbaric or morbid form. 
Only by supplying our passions with civilized interests 
can we escape their destructive force ” (p. 51). 

But how is “ the creative politician,’ seeking ‘‘ good 
substitutes for the bad things we want” (p. 83), to 
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know good from bad? To ask that naive question in 
the expectation of getting an answer is to imply that 
‘“* somebody has done the world’s thinking once and for 
all”’ (p. 205). The truth is that social philosophies, 
with all their airs of finality, are today and always have 
been the servants of men’s purposes, not valid state- 
ments of the ultimate end of endeavor. ‘“ We find 
reasons for what we want to do ” (p. 213). 

Accordingly, ‘‘ Statesmanship cannot rest upon the 
good sense of its program. It must find popular feel- 
ing, organize it, and make that the motive power of 
government ” (p. 220). How this is done we learn 
from Sorel’s doctrine of the “social myth.” ‘“ We in 
the midst of our science and our rationalism are still 
making myths ’”’ — myths which “ convey an impulse, 
not a program,” which ‘‘ embody the motor currents in 
social life’ (p. 230). We can see that the creeds of 
the past were such dynamic myths; so also are the 
creeds of the present; so will be — and so should be — 
the creeds of the future. What we need now is the 
myth that will put most energy into our efforts at social 
reconstruction, that will emphasize the devising, adapt- 
ing, constructing faculties. Perhaps the best myth for 
this purpose is “‘ that society is made by man for man’s 
uses, that reforms are inventions to be applied when by 
experiment they show their civilizing value ”’ (p. 243). 

Such is the burden of Mr. Lippmann’s message. To 
feel its full force, one should see what effective use Mr. 
Lippmann can make of it as a basis for criticizing notions 
familiar to us all. Peculiarly penetrating is his incisive 
dealing with the Chicago Vice Report in chapters V and 
VI. But what concerns us here is the theoretical bear- 
ings of these essays on current politics. 

Broadly speaking, Mr. Lippmann accepts and applies 
the same general conception of human nature and social 
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institutions, of the relations between man’s inherited 
capacities and acquired aptitudes as Thorndike, Wallas, 
and Veblen. Indeed, I do not see that the two osten- 
sibly fresh elements which Mr. Lippmann introduces 
into the discussion give him any advantage over the 
preceding writers. He uses the Freudian psychology 
as a basis for the theory of “ sublimation,” — the 
theory that instinctive impulses may give rise either to 
good or to evil actions according to the points on which 
the individual’s interests are focussed. Had The Orig- 
inal Nature of Man been published before Mr. Lipp- 
mann wrote, he might have learned this fact from Mr. 
Thorndike in a less sensational but probably more 
accurate form than from Dr. Freud. Similarly, the 
element of truth in the theory of social myths which he 
borrows from Sorel he might have learned in less para- 
doxical but more general form from Veblen’s paper on 
“ The Place of Science in Modern Civilization,” ! even 
before The Instinct of Workmanship appeared. 


VII 


As a theorist, Mr. Walling has few rivals within the 
Socialist movement. He has too wide a knowledge of 
economic processes and too much analytical insight to 
remain an orthodox Marxian. He has also too honest a 
temper to preach a creed which he thinks needs revision, 
and he has too constructive a bent to be content with 
negative criticism. Within the last three years he has 
published three books which form the most considerable 
contribution to socialist theory yet made in America. 
Of these books the first two were devoted largely to keen 
criticism of contemporary socialist doctrines and cur- 
rent reform movements.? The present volume — Pro- 

1 American Journal of Sociology, March, 1906. 


2 Socialism As It Is, and The Larger Aspects of Socialism. The Macmillan Com- 
pany. New York, 1912 and 1913. 
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gressivism and After — makes a wider appeal.' It is a 
serious effort to think out the future developments of 
the political movements which seem to possess the 
greatest vitality at present: an effort, in other words, 
to forecast the changes in social organization which may 
be expected to occur within the next generation. 

In brief, Mr. Walling thinks the proximate future 
belongs to three parties: the Progressives, the Labor 
Party, and the Socialists. The Progressives, now on 
the point of achieving political control, will establish a 
form of State Capitalism. Under this regime the Labor 
Party, dominated by the aristocracy of labor, will 
gradually acquire the balance of power and convert 
State Capitalism into State Socialism. Then, after a 
time, the Socialist Party, representing the laboring 
masses, will come into its own and be able to set up a 
truly Socialistic State. This whole series of transforma- 
tions will probably occur within the next quarter 
century (p. xxxii). It is this last prophecy — that 
many of us in middle life will see the inauguration of 
socialism — which lends an almost sensational interest 
to Mr. Walling’s analysis and gives a personal tang to 
our curiosity about the grounds on which it rests: 

Progressivism means to Mr. Walling not only the 
movement led by Mr. Roosevelt, but also that led by 
President Wilson. In England it is known as the 
Liberal Party; in Australia, Germany, France, and 
Italy it exists under various names. But everywhere 
the gist of the movement is the same: an effort on the 
part of small capitalists to check what they regard as 
the abuses of large capitalists. The measures now in 
process of enactment toward this end aré primarily 
governmental regulation of ‘‘ Big Business,” the imposi- 


1 Progressivism and After. By William English Walling. New York, The Mac- 
millan Company, 1914. 8°, pp. xxxv + 486. 








HUMAN BEHAVIOR AND ECONOMICS 43 


tion of super-taxes on large incomes, and the like. But 
the policy is bound to develop in the direction of a 
thorogoing scientific reorganization of industry by 
government. There is a limit, however, beyond which 
these reforms will not go so long as the mass of business 
men, farmers, and professional people remain in control. 
Those reforms will be adopted which pay the small 
capitalist interests, and those only. Among such 
reforms will be government ownership of monopolies, 
of fundamental industries like the railways, and of the 
large-scale industries providing consumers’ necessities 
(for the small capitalists are keenly concerned to keep 
down the cost of living). State Capitalism will also 
secure the “‘ conservation of labor ”’ as the most impor- 
tant of natural resources. It will go in for “ scientific 
management,” minimum wages, industrial schooling, 
housing reform, mothers’ pensions, and the like. In all 
this the government will regard laborers as machines in 
which enormous sums can be profitably invested; but 
it is misleading to call this approaching regime “ the 
Servile State ” as Belloc has done, for one of the points 
about which scientific management will become per- 
fectly clear is that laborers are after all human machines 
and work most efficiently when they have a large 
measure of freedom. Accordingly, the masses will be 
not only much better off, but also much freer under 
State Capitalism than they are at present, — their gains 
will not be allowed to trench upon profits, that is all. 
It is partly through this extension of democracy that 
State Capitalism will be gradually transformed into 
State Socialism. All the non-capitalist classes will be 
striving for power, and the aristocracy of labor will hold 
a strategic position between the masses and the ruling 
class. Organized in the Labor Party they will utilize 
this position, not to introduce genuine socialism, but 
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to gain special privileges for themselves. Their 
triumph will be hastened by recruits from the small- 
capitalist class. For State Capitalism will favor an 
increase in the number of independent business men, but 
will not be able to prevent an increase of insolvencies, 
and the bankrupts will favor a state guarantee of in- 
comes rather than a precarious dependence upon profits. 
In agriculture, also, State Capitalism will be compelled 
by its interest in cheap food to discourage inefficient 
farmers. In its own despite, it will drive many unsuc- 
cessful farmers into the arms of the Labor Party. 
When these changes have put the Labor Party into 
power, it will seek to entrench the position of the priv- 
ileged wage- and salary-earners who make its dominant 
factor. It will abolish the rule of capitalists in govern- 
ment and industry, it will extend the list of publicly- 
operated enterprises materially, it will nourish the 
laboring masses still more carefully, it will leave only 
one special privilege standing. But that one is “ the 
greatest of inequalities and the worst injustice ’’ — 
namely, practical exclusion of the children of the masses 
from the expensive training needed to share in the work 
and the advantages of the aristocracy of labor (p. 193). 
We can already see the beginnings of that contest 
within the ranks of labor between the unskilled and the 
skilled which is destined to become the central issue of 
politics under State Socialism. And this contest can 
have no other outcome than complete democracy — 
which by that time will mean genuinely equal educa- 
tional opportunities for the children of all classes. For 
the more scientific becomes the organization of industry, 
the more damage can the unsatisfied masses do by 
practising sabotage and calling intermittent mass 
strikes. The more equal becomes the distribution of 
wealth, the less will the ruling class have to fear from 
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the final step. The more society experiments with the 
advantages of training the talented children of wage- 
earners, the higher will it rate the prospective advan- 
tages of granting even the children of the unskilled all 
the education by which they can profit. 

Now this is no place to argue the plausibility of Mr. 
Walling’s forecast at large; but it is the place to con- 
sider the concept of human nature on which it rests. 
The reader must have noticed both that this concept is 
very different from that held by Thorndike, Wallas, 
Veblen, Sombart and Lippmann, and that it is very 
like the concept implicitly held by most economic 
theorists. For Mr. Walling’s expectations are tacitly 
based on the assumption that the factor controlling 
political behavior today and tomorrow is a clear appre- 
hension of economic self-interest and a firm determina- 
tion to follow it. Indeed, Mr. Walling’s fundamental 
amendment of orthodox Marxism carries economic 
determinism further than most socialists will go. He 
smashes the romantic notion of working-class solidarity 
by applying the ‘‘ economic and class interpretation 
. . . to the constituent elements of the Socialist Party ” 
(p. 240). Quite in the spirit of the classical economists, 
he makes place in his system for only one set of limita- 
tions upon the pursuit of economic self-interest — the 
limitations of ignorance; and he holds that even these 
limitations will decline rapidly as education extends. He 
imputes to the unskilled laboring masses of the future a 
mobility greater than that imputed by Ricardo to capital 
(p. 296). Even so sentimental a matter as patriotism 
gets reduced in his analysis to business elements (chapter 
XV).! In fact, the only set of people in Mr. Walling’s 


1 One sentence might be construed to mean something different from economic 
determinism: ‘‘ when we look for the motive behind the political act and its immediate 
guiding principle we find with Wells (in his New Macchiavelli) that it is prompted ‘ by 
interests and habits, not ideas.’’’ Of course in psychology “ interests "’ means some- 
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book who are not guided by enlightened self-interest are 
the members of the present Socialist parties. They are 
not “ as well-informed and aggressive in defending their 
interests as pure democracy and Socialism require. . . 
And so the Party machinery is used almost as much to 
bring the Party to follow its leaders, who follow the 
non-Socialist public, as it is used to persuade the non- 
Socialist public to follow the Party ”’ (p. 221). 

It is a suggestive fact that Mr. Walling has a long and 
intimate acquaintance with the doings of the Socialist 
party in America. If he could know as well the Pro- 
- gressives, the conservative wings of the Republican and 
Democratic Parties, the Labor Party, and the Socialists 
of the future, would he not find that they too lack 
clearness of vision and singleness of purpose? His 
brother socialist, Mr. Lippmann, says shortly, ‘‘ No 
genuine politician ever treats his constituents as rea- 
soning animals.’”’' If our social psychologists are not 
wholly mistaken, we may add: No political theorist 
should treat human beings as calculating machines. 

In short, I think Mr. Walling’s book is an excellent 
piece of ‘‘ pure theory.” But “‘ pure theory ” is an even 
more fallible guide to what we may expect from 
political evolution than to what we may expect from 
business activities. 


VIll 


“There can be no question,”’ wrote a distinguished 
psychologist in 1909, “that the lack of practical 
recognition of psychology by the workers in the social 
sciences has been in the main due to its deficiencies. 

The department of psychology that is of primary 


thing very different from what it means in economics. But I fear Mr. Walling confused 
the two meanings fora moment. Judging from the book as a whole, “ interests "’ means 
material advantages. 

1 A Preface to Politics, p. 217. 
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importance for the social sciences is that which deals 
with the springs of human action, the impulses and 
motives that sustain mental and bodily activity and 
regulate conduct; and this, of all the departments of 
psychology, is the one that has remained in the most 
backward state, in which the greatest obscurity, 
vagueness, and confusion still reign.” ! 

Happily, the preceding reviews justify the belief that 
this situation is changing for the better. For Parmelee 
and Thorndike, Wallas, Veblen, and Lippmann, even 
in a measure Sombart and Walling, are endeavoring to 
explain how men act. Studies of tropisms, reflexes, 
instincts, and intelligence; of the relations between an 
individual’s original and acquired capacities; of the 
cultural roles played by racial endowments and social 
institutions are vastly more significant for economics 
than classifications of conscious states, investigations of 
the special senses, and disquisitions on the relations 
between soul and body. 

It was because hedonism offered a theory of how men 
act that it exercised so potent an influence upon eco- 
nomics. It is because they are developing a sounder 
type of functional psychology that we may hope both 
to profit by and to share in the work of contemporary 
psychologists. But in embracing this opportunity 
economics will assume a new character. It will cease 
to be a system of pecuniary logic, a mechanical study of 
static equilibria under non-existent conditions, and 
become a science of human behavior. 


Westey C. MITcHELL. 


CoLumBIA UNIVERSITY. 


1 W. McDougall, An Introduction to Social Psychology, pp. 2, 3. 
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I 


THE peculiar relation of Great Britain to the inter- 
national money market has again enabled the Bank of 
England to accomplish without the support of a large 
gold reserve what has been beyond the power of the 
great state banks of Europe in spite of unexampled 
gold hoards. The Bank of England alone met the 
catastrophes of August, 1914, without a suspension of 
specie payments and without availing herself of emer- 
gency privileges. A greater leniency than usual, 
supported by a guarantee from the Treasury, in regard 
to the character of the bills taken over from the outside 
market, was the only respect in which she departed 
from her usual courses. So happy a result may be 
attributed partly to an obstinate, conservative courage; 
but chiefly to the peculiar position of Great Britain in 


1 In an article published in the Economic Journal, September, 1914, I have at- 
tempted to deal generally with the financial situation in England during the first month 
of the war. In this article I shall treat more particularly of the relations of the City to 


the Bank of England. pa 
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the international money market, referred to above. A 
large part of London’s difficulties, however, as well as 
her strength, arose, as we shall see, out of this same 
peculiarity. 

In a general financial crisis, whether due to war or not, 
there are two separate problems, namely, due provision 
for the internal currency and due provision for external 
payments, of which the second is in general the crucial 
one. The question of the internal currency I postpone 
for the moment. It is the position of Great Britain in 
respect of external payments in case of sudden emer- 
gency, which is peculiar. This is a commonplace of the 
subject. Great Britain is a creditor nation, not only 
in the sense that she has large permanent foreign invest- 
ments and an annual balance available for increasing 
them, but also in the sense that she habitually loans to 
foreign centers large sums of money which are repayable 
at short notice. It is always within her power, therefore, 
by refusing to renew these loans, to turn the immediate 
balance of indebtedness in her favor. The central 
bank of a country which in this second sense is on the 
whole a debtor and not a creditor, must clearly, if it is to 
be certain uf always being able to meet international 
obligations and to maintain the local currency at parity, 
keep a much larger reserve of gold than a country which, 
even if it is temporarily in the position of debtor, can 
quickly turn round and become creditor. 

All this, as I have said, is a commonplace. It has 
been the reason and justification for the Bank of Eng- 
land’s holding one of the smallest gold reserves in 
Europe, while building up on the basis of it the largest 
volume of business. 

Broadly speaking, reasonable anticipations based on 
this have been borne out by the event. For the first 
week or two we should have felt somewhat easier in our 
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minds if gold reserves had been a little larger; but this 
psychological relief, which the courage of the Bank was 
fortunately able to do without, would have been the 
extent of the gain. Thus the fears of many former 
critics regarding the low level of London’s gold reserves 
have not, on the whole, proved well-founded, even on an 
occasion when the whole structure of her financial 
system has received a blow of maximum severity. 

This then is the first salient fact. Within a week of 
Austria’s declaring war against Servia (July 28, 1914), 
all the world found themselves owing money to London. 
There was no danger that any country would be able 
to take gold from the Bank of England in appreciable 
amounts, and most of those whose central banking 
authorities were able and willing to release gold found 
themselves under the necessity of remitting it. Altho 
some authorities are reputed to have believed at the 
outset that the Bank of England would not be able to 
avoid a suspension of specie payments, there was never 
any reasonable occasion for such a measure. Whether 
it is wise even for a debtor nation to suspend specie 
payment, so long as any substantial quantity of gold is 
left, may be doubted. That it is not the course for a 
creditor to pursue, is certain. It did not take long, 
therefore, to discover that the Bank of England was 
perfectly free from this particular danger. 


II 


The Bank’s difficulties arose, indeed, from an opposite 
source. The other combatant countries, in spite of the 
enormous gold reserves which they had laboriously 
accumulated, suspended specie payments immediately, 
desiring, we can only suppose (unless they intend to 
reverse their policy later) to keep something in hand 
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wherewith to pay an indemnity. Brazil and Argentine, 
slow to learn the spirit of sound currency, soon pro- 
hibited the further issue of gold from their Offices of 
Conversion. Only India, South Africa and the United 
States were left, at the same time possessing much gold 
and prepared to part with it. And from all these 
countries in the early days of the war high charges for 
insurance rendered the carriage of gold by sea pro- 
hibitively expensive. 

This state of affairs was met by the Bank in a bold 
and striking manner by opening depositories for the 
receipt of gold outside Great Britain. At Ottawa and 
at Johannesburg the authorities of the Colonial Govern- 
ments were authorized to receive gold on behalf of the 
Bank of England. As part of India’s gold reserve is 
held in London (tho quite apart from the Bank of 
England’s reserve), immediate steps of this kind were 
in her case unnecessary. But it may be expected that 
a depository will be opened at Bombay if it is required. 

Altho it has not been explicitly stated that gold 
received at these depositories is included in the weekly 
statement of the Bank of England’s reserve, there is no 
doubt that such is the case. The Bank Act does not 
prescribe the location of the gold in the Issue Depart- 
ment. It has commonly been the practice to lodge 
large quantities at the Mint, outside the Bank’s own 
walls. Tho the opening of depositories elsewhere 
within the British Empire constituted an unexpected 
extension of this principle, there was nothing in it, I 
believe, contrary to the pre-existing law. 

The actual figures of the movement of gold into and 
out of Great Britain are worth notice. On July 22 the 
Bank of England held about £40,000,000 in gold, — 
a normal amount. On July 29 about £1,000,000 in 
sovereigns was taken for the Continent, on July 30 
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another £1,000,000 and on July 31 a third £1,000,000, 
chiefly for France. On August 7, after a Bank Holiday 
lasting from August 3 to 6, £230,000 was taken for 
France. This ended the outward movement, and the 
tide turned strongly in the other direction. On every 
single day for the rest of August the Bank bought gold, 
the total influx from August 7 to the end of the month 
amounting to the considerable sum of £18,500,000. 
Of this amount, which, as I have said, includes the 
receipts at the depositories, £7,900,000 was in United 
States gold coin, £7,200,000 in bars, £2,000,000 in 
sovereigns from the Indian Reserve in London, and 
£1,400,000 from South America (Argentine, Brazil and 
Uruguay). Nothing was received from any other 
source. During September the inward flow continued, 
tho at a reduced rate. Up to September 19 a further 
amount of £5,400,000 had been received, of which 
£2,400,000 was in United States gold coin and £3,000,- 
000 in bars. 


Ill 


While the Bank of England’s gold position has been 
on the whole in accordance with anticipations, in one 
very important respect the City of London was taken 
unawares, — tho, in the light of what has happened, it 
would be hard to maintain that events have followed 
an unnatural course. From this all our chief difficul- 
ties derived their origin. No one, I think, had put to 
himself beforehand, with sufficient obstinacy and 
scientific curiosity, the questions, — what will happen 
if on a very large scale our foreign creditors cannot pay ? 
what reactions would such an occurrence exert upon the 
whole of our internal financial system ? 

This, nevertheless, was the situation which, even 
before the actual declaration of hostilities, plainly and 
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threateningly disclosed itself. Not only did the citizens 
of combatant and enemy countries fail us, and the mer- 
chants and municipalities and governments of South 
American countries with whom to default was but to put 
on again an old and favorite suit of clothes, — but the 
bankers of the United States, prosperous, free from 
panic, and far from the scene of hostilities, were unable 
for the time, from the difficulties and expense of ship- 
ping gold, to remit in full what they owed us and what 
we depended on receiving from them. Almost all the 
emergency measures which it was necessary to adopt in 
London were directed towards abating the dangers 
threatened to the whole financial structure of the City 
by the failure or inability of foreigners generally to 
remit to us what they were under an obligation to 
remit. The clue to the difficulties of the City of Lon- 
don is to be found in the reactions of a breakdown in the 
remittance system on her internal financial structure, 
and in the consequent embarrassments of those elements 
of the money market through whose agency short- 
period loans to foreigners are chiefly contracted. 

The foreign obligations immediately due to London 
were mainly on account of bills accepted in London, 
either by London houses or by the London agencies 
of foreign banks, or on account of stock exchange 
transactions carried forward there on behalf of foreign 
clients. There were also substantial sums on direct 
loan with the London agencies of foreign banks, of 
which the two great German institutions, the Deutsche 
Bank and the Discontogesellschaft, turned out to be 
the most important. Impending, but not so imme- 
diate, there were the usual payments due on former 
permanent loans, together with instalments on account 
of repayment of capital, and (this was chiefly impor- 
tant in connection with the United States) a considerable 
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volume of short-period loans, temporarily contracted 
with a view to funding later on, but due for discharge 
before the end of the year. 

For the payment of these various forms of indebted- 
ness as they fell due, foreign creditors had mainly relied 
either on renewing them on much the same terms as 
before, or on turning them into funded debts, or on 
ultimately shipping goods or international securities 
to meet them. 

As soon as war became imminent, it was clear that 
London would not renew or fund debts falling due, at 
any rate for some time. 

It was utterly impracticable to find a market for 
commodities to an equivalent value, even if they had 
been immediately available and if the dangers of the 
war had not restricted shipping facilities. The com- 
mercial remedy, therefore, as is always the case, had to 
work very gradually, and was of no use for meeting the 
emergencies of financiers. 

The financial remedies, on the other hand, which are 
generally available in some degree when it is temporarily 
impossible to renew loans abroad, are the sale of inter- 
national securities and the actual remittance of gold. 
The first of these was put completely out of action by 
the closing of the world’s stock exchanges. The 
second was rendered impossible on any sufficiently 
large scale, for reasons we have discussed above. Even, 
therefore, where the foreign debtor was immediately 
solvent in his own country and able to raise there the 
funds required to meet his liabilities, he was unable for 
the time to remit them. 

When the technical difficulties of remittance were 
overcome, there remained important cases in which 
foreign debtors remained unable to pay, — enemies, 
for example, whose debts were necessarily irrecoverable 
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until the end of the war, and countries, of which Brazil 
was the chief, which had counted upon meeting their 
engagements from the proceeds of fresh loans and were 
quite unable to meet them otherwise. 

In part, therefore, from the necessities of the case, 
and in part because London, whether wisely or not, put 
on the brake so suddenly as to endanger the equilibrium 
of the whole machine, the first, most striking, financial 
consequence of war was the extreme embarrassment of 
those elements of the money market, which were owed 
sums from abroad. What were the reactions of this on 
the City of London as a whole ? 


IV 


To a certain extent individuals, firms, and institu- 
tions in England, which have surplus funds available 
for temporary deposit, place them direct with Anglo- 
foreign banks, having their head offices in London, and 
even with the agencies of foreign banks, having branch 
offices there. On such deposits perhaps 2 per cent at 
call and 4 per cent at notice can be obtained, which is 
appreciably more than is ordinarily allowed by the 
discount houses or joint stock banks. The sudden 
locking up of many of these deposits caused much 
individual inconvenience, and a good many companies 
which had actually declared dividends were unable to 
pay them on account of having lost. control over the 
deposits which they had intended to use for this pur- 
pose, — thus adding involuntarily to the general feeling 
of distrust. 

But this was not the main source of trouble. The 
great bulk of the floating funds of the country are 
placed with the joint stock banks, the assets of which 
may be estimated, to take a round figure, at about 
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£1,000,000,000. One or two of these banks have lately 
opened foreign departments for the direct transaction of 
foreign business generally, and one at least is somewhat 
intimately connected with American business. For the 
most part, however, these banks do not lend their funds 
abroad direct, but through the agency of one or more 
intermediaries. 

The most important of these intermediaries are the 
accepting houses, who have in effect guaranteed that 
the bills, held by the banks in their portfolios, will be 
met at maturity. To a large extent, of course, the 
accepting houses are acting on behalf of British clients. 
But on an important scale the London accepting houses 
accept bills arising out of transactions both parties to 
which may be foreigners. These houses, that is to say, 
guarantee the bills in return for a commission, reckon- 
ing on their foreign clients’ putting them in funds to 
meet the bills at maturity. This accepting or guaran- 
teeing business is quite distinct from the business of 
advancing the capital with which the bills are carried. 

When the remittance system broke down, therefore, 
the first people to be in trouble were the accepting 
houses. Their foreign clients defaulted for the time 
being on a wholesale scale, and as the liabilities of the 
accepting houses greatly exceed their free assets, they 
were utterly unable to meet their engagements. 

The banks found themselves, therefore, with their 
bills, which they usually regard as amongst their most 
liquid assets, suddenly turned into a non-liquid asset. 
The total volume of bills outstanding has been estimated 
at £350,000,000. The amount held by the joint stock 
banks, apart from the discount houses and Anglo- 
foreign banks, is not separately stated. I have esti- 
mated it as standing, for the leading banks, somewhere 
between £100,000,000 and £125,000,000, or perhaps 
15 per cent of their total assets. 
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Apart from the sums advanced by the banks through 
their own holdings of bills, they are indirectly interested 
in a further amount through their relations with the 
discount houses. These houses hold a great quantity 
of bills, much of which they carry with money lent them 
at call and short notice by the banks. A failure of the 
accepting houses would have threatened the solvency 
of the discount houses and would certainly have made 
it impossible for them to repay the banks, if the latter 
were to call from them on a large scale. 

Next to their cash in hand and their credit at the 
Bank of England, the joint stock banks have been in 
the habit of regarding this money with the discount 
houses as their next most liquid asset. In ordinary 
times this is so, and the system works very well. The 
total amount lent by the whole body of banks to the 
discount houses shows a much lower percentage varia- 
tion than the amount which can be lent by an individual 
bank; and an arrangement by which what one bank 
calls another lends, allows the banks to employ their 
resources more fully than would be possible otherwise. 
But critics have always objected that if all the banks 
were to wish tu call at once, as might happen in a crisis, 
the virtue of the system would have disappeared. This 
proved to be the case; but it had not been so clearly 
apprehended in advance that the difficulties of the 
discount houses would arise out of the difficulties of 
the accepting houses. . 

Thus a failure to remit on the part of the foreign 
clients of the accepting houses hit the joint stock 
banks with special severity, because, with what may 
now seem doubtful wisdom, it was the money advanced 
directly or indirectly through the discount houses, 
against the guarantees of tie accepting houses, that 
the banks had got into the habit of regarding as their 
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most liquid asset. They had been relying on being 
able to get in an emergency precisely that part of their 
loans which had been placed at the disposal of foreigners. 

The stock exchange also was in trouble for the same 
reason as the accepting houses, namely the failure of 
foreign clients to remit. There are numerous impor- 
tant firms which do a large business and carry over 
speculative purchases on foreign account. A firm 
with German connections, Messrs Derenberg & Co., 
was hammered on July 30. If the stock exchange had 
not been closed on the following day, it was believed 
that many other firms would have failed through not 
receiving payment due from foreign clients; and the 
failure of these would have involved other firms to 
whom they in their turn owed money. The forced 
sales consequent on these failures would break prices, 
it was feared, to such an extent that all borrowers on 
security would be gravely embarrassed by an attempt 
on the part of the banks to call for cover. The position 
was saved — I merely record the fact without comment 
— by the extremest remedy possible, namely the sus- 
pension of all new business and the indefinite postpone- 
ment of the settlement of old business. The effect of 
this on the banks was to solidify a further block of 
what they had formerly regarded as being amongst 
their more liquid assets, namely the sums amounting 
perhaps to £80,000,000 or £100,000,000 advanced to 
the stock exchange. 


V 


What was the nature of the remedies brought to bear 
upon this situation through the agency of the Bank of 
England ? 

The stock exchange problem, in spite of the grave 
general inconvenience arising out of the cessation of 
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business, was, from the point of view of the banks, 
secondary. The problem of the accepting houses and 
of the bills was the urgent one. By the first Mora- 
torium Proclamation of August 3, which applied to bills 
only (a general Moratorium followed on August 6), the 
accepting houses were relieved of the obligation to 
meet their engagements immediately. But this did 
not help the discount houses and the joint stock 
banks, which found themselves in the position of having 
made uncallable loans of indefinite duration to the 
accepting houses. They had either to wait for their 
money or else to find some new source of liquid credit. 
With more courage the banks might have successfully 
pursued the first of these policies to a greater extent 
than they actually did pursue it. But they soon 
showed clearly enough that they were in no mood for 
courageous or disinterested action, and urgently de- 
manded that the Government and the Bank of England 
should save them from the position in which they found 
themselves. 

The problem presented two faces, — the provision of 
liquid credit, and the bearing of any ultimate bad debts 
which might arise through the eventual insolvency of 
any of the accepting houses. The banks demanded 
that they should be given the former and entirely 
relieved of the latter. 

The Government, holding that it was of more impor- 
tance to restore credit and banking to a hormal condition 
than to drive a careful bargain with the banks, conceded 
them both demands. Almost unlimited credit was 
placed at their disposal in two ways: first by an advance 
to them of Currency Notes, to be described in more 
detail below; and second by an arrangement with the 
Bank of England to discount their bills for them. Both 
these forms of accommodation were granted at the low 
rate of 5 per cent. 
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But the Government not only arranged with the Bank 
of England to take over the discount houses’ and joint 
stock banks’ portfolios of bills, to such an extent as 
they might require, including bills accepted by foreign 
agencies against which in normal times the bank dis- 
criminates. It was also arranged that the ordinary 
legal liability of the banks as last holders, in the event 
of the bills not being duly met, should be waived, and 
that the Government should make good to the Bank of 
England any loss thus arising. The probable magni- 
tude of such loss cannot yet be estimated with any 
accuracy; it depends chiefly upon how solvent the 
leading financial institutions of Germany may be at 
the end of the war. But it has been suggested that the 
load of bad debts, taken by the Government off the 
shoulders of the banks and discount houses, and 
added to the national debt, may possibly amount to 
as much as £30,000,000. On the other hand it may 
turn out in the long run to be a comparatively small 
sum. 

Originally such of the bills held by the Bank of Eng- 
land as were not met when they fell due were to be 
reaccepted by their original acceptors at a rate 2 per 
cent above bank rate. But later another arrangement 
was substituted for this by which the Bank of England 
lent the accepting houses, at a rate 2 per cent above 
bank rate, enough to meet their bills as they fell due, 
these loans to be paid off gradually, as the accepting 
houses were able to collect what was due to them from 
their clients. This had the effect incidentally of releas- 
ing the drawers and endorsers of the bills from any 
liabilities under which they might otherwise lie. A 
further concession was also made, in order to rehabili- 
tate the credit of the accepting houses for the purpose 
of new business, by which new acceptances entered into 
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by them were, until a year after the end of the war, to 
rank as claims, in front of the Bank of England’s claim, 
against their free assets. 

The joint stock banks and discount houses availed 
themselves of these arrangements on a very large scale, 
as is shown by the following returns of the ‘“ Other 
Securities ” and the ‘‘ Other Deposits ” at the Bank of 
England, the bills taken over appearing in the former 
total and the corresponding credits placed at the 
disposal of the outside market appearing in the latter: — 


Other Securities Other Deposits 
£ £ 
Sg ee Peer 33,732,762 42,285,297 
© PK osiiisuxa 47,307,530 54,418,908 
Sy Op ee ee 65,351,656 56,749,610 
ge er ey 70,786,596 83,326,113 
a See rere 94,726,086 108,094,287 
©. MSs. iaes 109,904,670 123,892,659 
ere 121,820,692 133,818,826 
TS a lag a 116,922,759 130,704,462 
Ore sccsicete 113,792,525 135,042,071 


The figures for July 22 may be taken as normal. 
Austria declared war against Servia on July 28, and the 
increases in the totals for July 29 show the effect of the 
preliminary measures, taken by the banks, of calling 
in loans from the discount houses and thus forcing 
these houses to turn their bills into money at the Bank 
of England. The return of August 7 mainly shows the 
further effect of similar action between July 30 and 
August 1. (From August 2 to 6 a Bank Holiday was 
proclaimed.) On August 13 came the announcement 
that pre-moratorium bills were to be taken over by the 
the Bank of England; and the influence of this is 
reflected in the large increase for the week ending August 
19. Officials of the banks and discount houses waited 
in queues at the Bank of England to present bills for 
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re-discount, and the increase during this week would 
have been greater if it had been physically possible for 
the staff of the Bank of England to deal with a greater 
volume of documents. By September 2 this movement 
had spent itself. The money market had been re- 
lieved by this time of the greater part of the bills, the 
payment of which at maturity was held in most doubt. 
The banks also were beginning to feel the burden of 
keeping so much money idle at the Bank of England, 
their inflated balances there earning them no interest 
at all. The rate for short loans in the open market was 
driven down by this weight of floating funds to a very 
low level, and it came to be realized that bills could be 
kept without risk until a date nearer their maturity 
before being sent in to the Bank of England, and that 
such delay brought with it a saving at the rate of 5 per 
cent per annum. Through these causes the volume of 
bills brought to the bank between September 2 and 
September 16 was less by about £8,000,000 than the 
. volume of old bills falling due and paid off. 

The bank rate was raised from 3 per cent to 4 per 
cent on July 30. This small change did nothing to 
check the rush for accommodation which had begun a 
few days earlier, as the action of the joint stock banks 
was forcing the rest of the market to realize their bills 
at any cost. Accordingly on the following day, Friday, 
July 31, the bank rate was rushed up to 8 per cent and 
on Saturday, August 1, to 10 per cent. These unprece- 
dented movements served no useful purpose, and only 
caused a great fright by raising unfounded apprehen- 
sions that accommodation would be cut off altogether. 
When the Bank reopened, after the prolonged Bank 
Holiday, the mistake was at once corrected, the rate 
being lowered to 6 per cent on August 7 and 5 per cent 
on August 8. 
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Apart from its effect on the profits of individuals and 
on the business world’s subjective feelings of confidence 
or of the want of it, the precise level of the bank rate 
possessed during August little of its usual significance. 
Movements of the bank rate are normally directed 
towards influencing the action of the discount market 
in taking up bills, and thus correcting any undesirable 
tendencies in the exchanges or in the balance of imme- 
diate foreign indebtedness. During August such in- 
direct pressure was not required,—the discount 
market was doing no business in any case. It may be 
remarked that the interest allowed by the banks on 
deposit accounts and the rates for bank bills in the open 
market did not stand in their usual relation to bank 
rate. Bank rate simply represented the price charged 
by the Bank of England, in this case little more than an 
agent for the Treasury, for taking over from the banks 
and discount houses the bills of which these institutions 
did not like the look. 

The volume of the “‘ other deposits ”’ at the Bank of 
England cannot be substantially reduced, until the bills, 
which swell the “ other securities,” or (under the new 
arrangements) the Bank of England’s loans to the 
accepting houses, are paid off. Other transactions, 
unless they involve a drain of cash from the bank of 
England, merely affect the names to the credit of which 
the other deposits stand. At present the banks are 
showing excessive caution rather than the reverse. 
They must be careful in the future not to allow their 
swollen credits at the Bank of England to lead them to 
create, on the strength of these, too large a super- 
structure. 
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VI 


All that we have said so far has been connected, 
directly or indirectly, with the international monetary 
position of London. We must now turn to the strictly 
domestic question of the internal currency. 

The number of bank offices in Great Britain and Ire- 
land is about 9,000. The amount of cash held by the 
banks, at the outbreak of war, in excess of normal till- 
money requirements, cannot, according to my estimate, 
have exceeded £20,000,000 and probably fell short of 
this. From their internal reserves, therefore, the banks 
could not strengthen their till-money by an average of 
more than about £2,000 per branch office. The total 
reserve of the Bank of England stood, when war began, 
at about £27,000,000, or, say, £3,000 per bank office. 
It has always been clear, therefore, that a serious run 
on the banks by their depositors could not possibly be 
met without the issue of an emergency paper currency. 

As a matter of fact, the British depositor never 
showed any inclination to run on his bank. The 
newspapers told him that it would be foolish and 
unpatriotic to do so; and a combination of phlegm, 
habit and public spirit kept him to his normal courses. 
The very small reserves mentioned above, if they had 
been used boldly, would have been more than ample 
to meet all the extra demands for currency. The Post 
Office Savings Banks, it may be remarked, cheerfully 
remained open for withdrawals even during the pro- 
longed Bank Holiday from August 1 to 7 without suffer- 
ing to any important extent. 

The joint stock banks, however, felt themselves to 
be in a weak position and were not willing to credit their 
depositors with as much good sense as the latter actually 
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showed. As early as July 3lst the banks themselves 
began to run on the Bank of England, and with the 
utmost foolishness to make unnecessary difficulties 
about supplying applicants with gold. On July 31st 
and the following day there were queues of persons 
outside the Bank of England waiting to cash £5 notes 
which had been forced on them against their will by 
their bankers. The Bank of England of course changed 
these notes into sovereigns as quickly as was physically 
possible. 

August 2 was a Sunday, and August 3 happened to 
be the day of the usual August Bank Holiday. It was 
clearly desirable in the circumstances to make arrange- 
ments for the issue of some form of emergency paper 
currency. For this purpose, therefore, and to allay the 
fears of the banks, the Bank Holiday was prolonged 
until August 7. When the banks reopened on that day, 
they had been protected against unreasonable demands 
on the part of their depositors —as it turned out, 
unnecessarily — by the general Moratorium Proclama- 
tion; and two forms of emergency paper currency had 
been authorized. 

The first of these was of the old fashioned kind: 
the Bank of England was authorized to exceed its fixed 
fiduciary issue. The circulation of bank notes, that 
is to say, might exceed the gold held against them by 
more than the statutory maximum of £18,450,000. 
This measure is commonly described.as a “‘ Suspension 
of the Bank Act,” altho it in no way permits the Bank 
to suspend specie payment,— the bank’s obligation 
to redeem its notes in gold on demand remaining in full 
force. 

As things turned out, the Bank of England never had 
occasion to avail itself of this permissive power. The 
fiduciary issue never exceeded £9,000,000 and was, 
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therefore, well within the normal maximum. The 
“‘ suspension ”’ was merely precautionary. It is to be 
noticed, however, that for the first time parliamentary 
authority for such a step was taken in advance. On 
former historic occasions the Prime Minister and the 
Chancellor of the Exchequer have promised the Gover- 
nor of the Bank an act of indemnity. This time — 
whatever may have been the assurances given to the 
Governor privately during the first week of the crisis — 
a clause was inserted in the Currency and Bank Notes 
Act, 1914, as follows; — ‘‘ The Governor and Company 
of the Bank of England and any persons concerned in 
the management of any Scottish or Irish bank of issue 
may, so far as temporarily authorized by the Treasury 
and subject to any conditions attached to that authority, 
issue notes in excess of any limit fixed by law.” 

The avoidance of an excess circulation of bank notes 
is mainly to be attributed, however, to the second form 
of emergency paper currency authorized. This was of 
an altogether novel type. £5 notes obviously cannot 
take the place of sovereigns as the chief circulating 
medium in the country. £1 and possibly 10s. notes 
were, therefore, necessary. Altho every one who had 
thought about these questions at all knew that £1 notes 
must be required in any severe crisis, no steps had been 
taken to print any such notes in advance, or even to 
decide who was to issue them or what form they were 
to take. The absence of any notes ready printed was 
the occasion of a very inconvenient delay. Further, 
when the notes appeared, they were printed on un-gum- 
med postage stamp paper (of which alone a sufficient 
quantity existed suitably watermarked) and were of so 
rough an appearance (no part being engraved) that 
some amateurs amused themselves by forging one or 
two “as a memento.” This unreadiness, however, 
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was a not altogether undesirable symptom. The 
minds of those in authority should be equipped before- 
hand, but it is not a bad thing that their measures 
should be improvised. Altho I was inclined to criticize 
the plan actually adopted when it was first adumbrated, 
I believe this plan, as it eventually worked out in prac- 
tice, was better than what would probably have been 
devised, if, necessarily without reference to the precise 
circumstances of the moment, a plan had been ar- 
ranged in advance by some Committee. 

This plan was for an issue of £1 and 10s. notes, not 
by the Bank of England as was generally expected, but 
by the Treasury. The notes bore the signature, not 
of Sir John Nairne the Chief Cashier of the Bank of 
England, but of Sir John Bradbury the Permanent 
Secretary to the Treasury. They were declared unre- 
stricted legal tender and were encashable for gold only 
at the head office of the Bank of England as the Govern- 
ment’s agent. The public made no trouble about 
accepting the notes; at first indeed, through motives of 
curiosity and as a result of a newspaper campaign in 
their favor, the demand for them in place of sovereigns 
was in excess of what the printing presses could supply. 

These notes are quite outside the Bank Act and have 
no relation to the Bank of England’s note issue or re- 
serve. They do not appear anywhere in the Bank of 
England’s weekly returns and are the subject of a 
separate statement by the Treasury. Their issue 
obviated the necessity of any excess issue of notes by 
the Bank of England, altho as matters turned out the 
latter would have been small in any case, as the volume 
of Currency Notes only exceeded the Bank of England’s 
reserve of unissued bank notes for a few days. 

The most interesting feature, however, of these 
Currency Notes, as they are called, is their method of 
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regulation. By the Currency and Bank Notes Act, 1914, 
the Treasury is given extraordinarily wide powers. 
According to Clause 2,“ Currency Notes may be issued 
to such persons and in such manner as the Treasury 
direct,” and there are no specific rules whatever govern- 
ing the reserve, if any, to be held against them. The 
actual course followed by the Treasury has been as 
follows. 

In the first instance the Currency Notes were issued 
as a loan to the Scottish and Irish Banks of Issue, the 
joint stock banks, the Post Office Savings Banks, and 
the Trustee Savings Banks. The loans were at the 
rate of 5 per cent and were, in virtue of a provision in 
the act, regarded as a floating charge in priority to all 
other charges on the whole of the assets of these institu- 
tions, which were not required to deposit any specific 
security. The Treasury announced that they were 
prepared to issue these loans to the banks for an 
amount up to 20 per cent of their liabilities on current 
and deposit accounts. 

Thus several important objects were served at the 
same time. The banks were reassured as to their 
capacity to meet any reasonable claims on the part of 
their depositors, their depositors were reassured by the 
appearance of a sufficient supply of serviceable legal 
tender money, the Bank of England’s stock of gold 
was conserved, and the necessity of an excess issue 
of bank notes, with the ill effect of this on the ap- 
pearance of the Bank return and of the Bank’s reserve, 
was avoided. 

The only danger lay in an excessive use of the new 
facilities. As a matter of fact the additional issues of 
currency were on a very moderate scale. The principal 
figures are given below. In addition, some new silver 
coinage (not to an important amount) was issued from 
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the Mint, and, for a short time pending this, postal 
orders were legal tender. 


Coin passing out of Additional 
the Bank of Eng- Issue of Bank of 
land into the coun- England Notes Additional issue 


try (+) or backto (+) or with- of Currency 
the Bank (—) drawal (—) Notes (+) Total 
£ £ £ £ 
July 30-Aug. 7 +8,211,000 +6,399,000 - +14,610,000 
Aug. 8-Aug. 19 +2,654,000 +1,081,000 +16,696,000 +20,431,000 
Aug. 20-Aug. 26 —1,217,000 —1,615,000 + 4,839,000 + 2,007,000 
Aug. 27-Sept. 2 —2,949,000 — 284,000 + 3,621,000 + 388,000 
Sept. 3-Sept. 9 -- 1,545,000 — 66,000 + 1,957,000 + 346,000 
Sept. 10-Sept. 16 + 10,000 — 599,000 + 304,000 — 285,000 





+5,164,000 +4,916,000 +27,417,000 +37,497,000 


During the same period the net amount of gold passing 
into the Bank of England from abroad was £19,254,000. 

Unfortunately it is impossible to distinguish between 
what was taken by the banks to strengthen their till- 
money at their 9,000 branches, and what went into the 
active circulation. The above figures are for the two 
taken together. It is probable, however, that a con- 
siderable part of the total issues of £37,500,000 re- 
mained with the banks, which naturally desired to have 
rather more cash in hand than usual. A part of the 
remaining issues were due to the large cash payments 
made by the War Office. The figures show that there 
can have been no significant amount of hoarding by 
private persons. Compared with the enormous issues of 
paper currency abroad, the above figures are very small. 

As we have seen, the notes were issued in the first 
instance to the banks. But when'a few days later 
they were put in funds at the Bank of England through 
the great volume of pre-moratorium bills discounted 
there under the Treasury’s guarantee, they no longer 
had need of the Currency Note loans as well. Accord- 
ingly they paid off these loans by transferring credits 
at the Bank of England from their own names to the 
Public Deposits. The notes, which had been issued 
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to the public over the counters of the banks and the 
post offices, remained nevertheless in circulation. 

The question soon arose, therefore, as to what, within 
their unfettered discretion, the Treasury was to do with 
these credits at the Bank of England. At the date of 
issue of the first Currency Note return, £11,400,000 
had been repaid in this way and was left standing, for 
the moment, to the credit of what was termed the 
“Currency Note Redemption Account” at the Bank 
of England. By the date of the next return, a week 
later, £11,000,000 was represented by “‘ Government 
Securities,’ 7. e. had been taken in aid of the Exchequer 
balances; but, as the repayments by the banks had 
continued, there was still £5,900,000 to the credit of the 
Redemption Account at the Bank of England. During 
the next week the important step was taken of “ ear- 
marking,” 7. e. removing from the Bank of England’s 
reserve into a separate account, £3,000,000 in gold. 
On September 16 (the date of the latest return available 
at the time of writing) the balance sheet stood as 
follows: — 


Notes outstanding, — £27,416,932. Advances to Bankers.............. £1,514,200 
Advances to Post Office and Trustee 

SEDs isc6ddececsseces 3,600,000 

Gold “ earmarked" at the Bank.... 3,500,000 

“* Government Securities"......... 10,923,546 

Balance at Bank of England....... 7,879,186 





£27,416,932 
Probably more gold will be “ earmarked ” in the near 
future, and the fiduciary character of the issue gradually 
diminished. 
VII 


This completes a brief and necessarily incomplete 
account of the main factors influencing the relation of 
the Treasury and the Bank of England to the rest of the 
money market and the City of London generally. 
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Much detail has been omitted and, in particular, the 
difficulties of the stock exchange have received but 
cursory notice. 

On the whole it may be fairly maintained that the 
financial system of the City has stood the shock to 
which it has been subjected. The errors which have 
been made have been due to over-timidity and a failure 
on the part of some, especially in the early days, to 
credit this system with the high degree of stability it has 
actually shown. The only real, substantial trouble has 
been the position of the bill market and the difficulties 
of the accepting houses. The main object of most of 
the other emergency measures has been to allay fears 
which, with more knowledge and more courage on the 
part of those who felt them, need not have arisen. 

Those who were most at fault in this respect were, in 
the opinion of many (tho they have their defenders), the" 
joint stock bankers. I must not pause now to con- 
sider the root causes of this, which are to be sought in 
the play of personalities and factors of historical 
growth. We wanted, in the first week of August, 
some one of the calibre of the late Mr. Pierpont Morgan 
to bully the bankers and tell them where their duty 
(and at the same time their interest) truly lay. How- 
ever, this was a passing phase. The staunchness of the 
Bank of England, the traditions of which have needed 
amazingly little adaptation to fit them to new circum- 
stances, and the practical good sense and sanity of the 
Treasury, prevented permanent harm from being done. 
We in Great Britain look forward to the financial future 
with confidence. 


J. M. Keynes. 


Kine’s Cotitece, CAMBRIDGE, ENGLAND. 
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Two important acts relating to trusts and corpora- 
tions have just been adopted by Congress. They 
represent the fruition of the policy laid down in the last 
national platform of the Democratic party. They are 
“‘ administration measures.” In fact, it is doubtful 
whether without the persistent and forceful leadership 
of President Wilson the conflicting views in Congress 
could have been harmonized and the legislation passed 
in addition to the other important and long-debated 
measures which have occupied the attention of that 
body. 

The “ administration” bills regarding trusts and 


corporations were introduced into Congress at the very 
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beginning of 1914. They were under almost continuous 
consideration by the two houses and their committees 
for nine months before enactment. Many of the crudi- 
ties of the original bills have been eliminated and in 
general the provisions as adopted are workable and 
understandable. In fact, if the destruction of trusts 
and the maintenance of competition be accepted as the 
proper policy, these acts must be approved for the most 
part as a valuable aid in carrying out that policy. The 
present writer has already expressed his opinion that 
this policy is on the whole the best for the American 
people. 

As might be expected, there were efforts in Congress, 
particularly on the part of the Progressive party, to 
turn the trust legislation in the direction of regulation 
rather than prohibition. The Democrats, however, 
stood with practically united front for the policy of 
suppressing combinations and many Republicans joined 
with them. 

The two acts are entitled respectively: ‘‘ An Act to 
supplement existing laws against unlawful restraints 
and monopolies and for other purposes,’ and ‘‘ An Act 
to create a federal trade commission, to define its 
powers and duties and for other purposes.” We shall 
call them briefly the anti-trust act and the trade-com- 
mission act. The trade-commission bill, as it passed 
the House, was substantially confined to procedure, to 
machinery and methods for enforcing the laws. The 
Senate, however, inserted in this bill provisions with 
respect to unfair competitive methods, and these stand 
in the act as finally adopted, altho they more logically 
belong in the other act, which is chiefly concerned with 
prohibitions of unlawful practices. 

It is perhaps needless to call attention to the fact that 
both these acts are, of necessity, limited to fields over 
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which the federal government has jurisdiction. Ex- 
cept certain provisions on national banks, they deal 
exclusively with interstate and foreign commerce. 

The new prohibitions and definitions of unlawful 
practices in the two acts fall under three main heads: 
(1) those relating to competitive methods; (2) those 
relating to methods and forms of combination in re- 
straint of trade; and (3) those relating to mismanage- 
ment of railroads. 


I. Unrarr CoMPEetitivE MrEetTHops 


Of the provisions relating to methods of competition 
there are three — as to unfair methods in general, as to 
price discrimination, and as to restrictive sales and 
leases. The first named was not in either bill as it 
passed the House but was added by the Senate. Being 
comprehensive in character it would, if broadly inter- 
preted, have rendered unnecessary the more specific 
provisions of the House bill regarding competitive 
methods and these were accordingly struck out by the 
Senate. In the conference committee of the two 
houses, however, they were restored, and they were 
finally adopted, tho with considerable amendment. 

Section 5 of the trade-commission act provides simply 
“that unfair methods of competition in commerce are 
hereby declared unlawful.” This applies to individuals 
and firms as well as corporations. It adds no definitions 
or qualifications, leaving the determination of what 
constitutes unfair competition to the trade commission 
and the courts. In this respect the provision is similar 
to that of the interstate commerce act, which merely 
declares unreasonable railroad rates to be unlawful, 
leaving it to the interstate commerce commission and 
the courts to determine what rates are unreasonable. 
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In other words, Congress has established a standard 
and delegated to other agencies the sub-legislative 
power of applying or interpreting that standard. 

There was much opposition to this general provision 
on the ground of its vagueness. It was stoutly main- 
tained that no business man would know where he 
stood, what he could and what he could not do. The 
reply to this was that the methods of unfair competition 
are sO numerous, so varied and so constantly changing 
that they cannot all be specifically set forth by Con- 
gress, and that a law which attempted to do so would 
require constant amendment. To avoid the well- 
founded objection that it would not do to punish a man 
for an offense indefinitely described, Congress wisely 
prescribed no penalties for initial violation of this 
section but provided a special and appropriate proced- 
ure for enforcement. 

This procedure begins with action by the federal 
trade commission, a body whose composition and other 
powers are more fully described later. No court can 
take initial jurisdiction of an alleged offense against 
this section of the law; no prosecuting attorney bring 
an indictment. The commission is not even obliged 
to take action. The law declares that whenever the 
commission has reason to believe that any person or 
concern is using unfair methods of competition it shall 
proceed, “‘ if it shall appear to the commission that a 
proceeding by it in respect thereof would be to the 
interest of the public.” The language just quoted was 
incorporated in the bill in the conference and was not in 
it as first passed by the Senate. While in a sense the 
clause materially weakens the law, there can be little 
doubt of its propriety, at least as a temporary device. 
In its absence the commission would be obliged to take 
up every case of unfair competition, however unimpor- 














76 QUARTERLY JOURNAL OF ECONOMICS 


tant and however little it actually tended to bring about 
monopoly. Instances of more or less unfair competi- 
tion are simply innumerable in the business world, and 
it is vain for the government to attempt, under present 
conditions, to prevent them all. The trade commission 
would find its hands full indeed if it had to take up 
every complaint brought before it. The interference 
with business which would result from a multitude of 
proceedings on the part of the commission would prob- 
ably more than offset the good accomplished by the 
actual suppression of more important and serious 
abuses. 

The commission having decided to take up a case of 
unfair competition must give a hearing, after which it 
may issue an order requiring the discontinuance of the 
unfair practice. This order, however, is not imme- 
diately enforceable. If the person or concern to whom 
it is directed fails to obey, the commission must apply 
to the circuit court of appeals for its enforcement. It 
will be recalled that a similar procedure formerly pre- 
vailed in case of the failure of a railroad to obey an 
order of the interstate commerce commission, but by 
the amendment of 1906 a penalty was provided for 
failing to obey such an order and the railroad could 
escape the penalty only by taking the initiative in 
applying to the courts for relief. It is perhaps unfortu- 
nate that this amended procedure was not followed in 
the trade-commission act. The circuit court of appeals 
is given exclusive jurisdiction of cases relating to orders 
of the commission, thus avoiding the delay of appeals 
from lower courts. 

The power of review given to the court with respect 
to orders of the trade commission is not without limits. 
The law provides that the findings of the commission 
as to the facts, if supported by testimony, shall be 
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conclusive, tho the court, if it deems necessary, may 
order additional evidence to be taken before the com- 
mission. In other words, the court is supposed to 
confine itself to questions of law. Doubtless, however, 
the courts will treat the question whether a particular 
practice in competition is unfair or otherwise as one of 
law rather than of fact, and a very wide field for judge- 
made legislation is thus opened. 

No specific penalties appear in the trade-commission 
act for failure to obey an order of the court confirming 
an order of the commission with respect to unfair 
competition. However, the general provision con- 
tained in the anti-trust act as to penalties for contempt 
of court would apply. The maximum penalty for a 
natural person is $1000 or six months’ imprisonment. 

In the anti-trust bill as it passed the House the prac- 
tices of price discrimination and of restrictive sales and . 
leases were made subject to penalties of fine and 
imprisonment. In the act as finally revised by the 
conference committee and passed these penalties were 
cut out, and the procedure for enforcing the prohibition 
of these practices was made similar to that for enforc- 
ing the general provision as to unfair methods of com- 
petition. There is this substantial difference, however, 
that in the anti-trust act the words “ if it shall appear 
to the commission that a proceeding by it would be to 
the interest of the public ”’ do not appear. 

This elimination of penalties and other similar 
changes made in the conference were vigorously 
attacked on the floor both of House and Senate. It 
was charged that the “ teeth ” had been taken out of 
the bills. There is little reason to doubt, however, 
that even as to these more specifically defined practices 
it is much better, at least for the time being, that pro- 
ceedings should begin only with the trade commission. 
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Its expert investigation of the facts should be much more 
satisfactory than could be expected in an ordinary 
criminal prosecution. Indeed, in all probability the 
law will be enforced more vigorously and effectively 
under this procedure than it could have been in any 
other way. It is a great mistake to suppose that the 
establishment of severe penalties for statute-made 
offenses, not recognized as offenses by the common 
practice of the business world, will forthwith assure 
their cessation. 

This comprehensive provision regarding unfair com- 
petitive methods bids fair to inaugurate a marked 
improvement in business practices in the United States 
and to do much toward checking the growth of monop- 
oly. In a certain sense the new provision adds little 
to the Sherman anti-trust act. It will be recalled that 
that act explicitly prohibits the monopolization of 
interstate or foreign trade or the attempt to monopolize 
it. Unfair competitive practices, if carried to such a 
degree as to justify their suppression by government, 
are in most cases, if not in all, attempts to monopolize. 
The most significant feature of the new legislation is the 
expert machinery for investigating the facts and for 
making at least the initial determination as to what 
constitutes an unfair practice injurious to the public 
interest. 

As regards price discrimination, the anti-trust bill 
as it passed the House provided that any person who 
discriminated in price between different purchasers in 
the same or different sections ‘ with the purpose or 
intent thereby to destroy or wrongfully injure the 
business of a competitor” was subject to penalty. 
Rejected by the Senate, restored and amended in con- 
ference, the section (§ 2 of the anti-trust act) omits the 
words just quoted and declares such discrimination 
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unlawful only where the effect ‘“‘ may be to substantially 
lessen competition or tend to create a monopoly.” 
Moreover, to the unimportant and proper exceptions 
contained in the House bill is added the exception of 





discrimination “ made in good faith to meet competi- | 


tion.” 

The wisdom of the first of these two changes can 
scarcely be doubted. The purpose of all competition, 
at least in a sense, is to destroy the business of competi- 
tors. Price discrimination is an all but universal 
practice and is not necessarily injurious or calculated 
to bring about a monopoly. The House bill if broadly 
interpreted would virtually have prohibited price 
discrimination altogether; it went too far. On the 
other hand, to permit price discrimination when made 
to ‘‘ meet competition ’’ may largely defeat the effective- 
ness of this section. The great corporation or combina- 
tion that seeks to drive out a small competitor by price 
discrimination usually maintains that all it does is in 
good faith to meet competition. The Standard Oil 
Company, for example, may have the entire oil trade 
of a given town. It may be charging excesssive prices 
there. A competitor seeking to gain a foothold enters 
the town and offers oil at a somewhat lower price, but 
still a fair price. The Standard meets this price, per- 
haps goes below it. The merchants being accustomed 
to deal with the Standard give little patronage to the 
competitor, who must cut again, and go the process goes 
on till prices are below cost. Meantime the Standard 
recoups itself for reduced prices in the town in question 
by advancing them elsewhere; the less fortunate 
competitor is driven out of business. It is doubtful 
whether under the phraseology of the new statute such 
tactics could be held unlawful, altho they certainly 
would tend to create monopoly. 
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It would appear, therefore, that the section with 
regard to price discrimination, so far from adding to 
the effectiveness of the general provision as to unfair 
competitive methods, may actually weaken it. 

The Senate, as already indicated, struck out the pro- 
vision of the House bill prohibiting in general terms 
the practice of restrictive sales and leases. It substi- 
tuted, however, a somewhat similar provision relating 
only to patented articles. The Senate evidently feared 
lest the holder of a patent might claim by reason of 
the patent the right to do that which if done by others 
would be held unfair competition. The courts had 
already upheld restrictive sales and leases of patented 
articles. In conference, however, this section of the 
bill was again made general in application, explicit 
reference being made to both patented and unpatented 
articles. Section 3 of the anti-trust act declares it un- 
lawful for any person to lease or sell goods or fix a price 
therefor on the condition or understanding that the 
lessee or purchaser shall not use or deal in the goods of a 
competitor. In conference was added the qualification 
“where the effect . . . may be to substantially lessen 
' competition or tend to create a monopoly.” 

Again there can be no doubt of the wisdom of this 
qualifying clause. It is common in many branches of 
business to make sales or leases subject to the condition 
of exclusive patronage. The practice is by no means 
necessarily objectionable. It is substantially akin to 
the practice of establishing agencies which handle goods 
on commission or on a salary basis, and which are not 
allowed to handle similar goods of other sellers. One 
seller has one dealer to handle his goods exclusively, 
another competing seller another dealer and so on. 
Competition instead of being restrained may be made 
the more effective thereby. Often this may be the only 
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effective way of securing the distribution of the goods 
in a given locality. An unqualified prohibition of 
“tying contracts’ would have been unfortunate. On 
the other hand, such contracts have been in some cases 
an .nportant means of creating or protecting monopoly, 
and where that is the case they should be prohibited as 
the law now prohibits them. 

It may be noted that there was a provision in the bill 
as it passed the House making it unlawful for mine 
operators and certain other concerns to refuse to sell 
their products to any responsible person. This was 
struck out by the Senate as of doubtful constitutionality 
and has not been restored. 


II. New Provisions ON COMBINATIONS IN 
RESTRAINT OF TRADE 


We come now to consider those provisions of the new 
legislation which seek to clarify and extend the defini- 
tions of forbidden contracts and combinations in 
restraint of trade. These provisions, which are con- 
fined to the anti-trust act, relate chiefly to intercor- 
porate stuckholdings and to interlocking directorates. 

If broadly interpreted, the Sherman anti-trust act 
without amendment could be made to reach every 
harmful, or potentially harmful, combination in re- 
straint of interstate trade, however indirect its form. 
That act declares “ every contract, éombination in the 
form of trust or otherwise, or conspiracy in restraint of 
trade ’’ to be unlawful. The language is comprehensive 
in the extreme. To be sure, the Supreme Court has 
declared that the Sherman act must be interpreted in 
the “ light of reason; ”’ that there may be certain con- 
tracts or combinations which restrain trade in only a 
reasonable manner and which Congress did not intend 
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to make unlawful. President Taft and others have 
made it clear, however, that the Court did not in this 
statement refer to any contract or combination that 
would in any way injure the people, nor did it contem- 
plate substituting its own judgment for that of Congress. 
Those restraints of trade which in the light of reason 
might be held lawful are only of a very limited class, 
such as were lawful at common law, and such as practi- 
cally every one recognizes to be perfectly legitimate. 
There were members of Congress who proposed so to 
amend the Sherman act as to leave no discretion what- 
ever to the courts. Practically, tho they would not 
have stated it in so many words, they would have had 
the law declare any restraint of trade, whether reason- 
able or unreasonable, to be unlawful. Better counsels 
prevailed, however, and no such provision appears in 
the new legislation. 

The Sherman law being thus broad and compre- 
hensive, the lawyer and the economist alike look with 
critical eye upon any attempt to add to its definitions. 
Has the new legislation strengthened our ability to 
prevent combinations in restraint of trade? Has it 
forbidden anything which ought not to be forbidden ? 
Has it gone far enough, or gone too far ? 

Section 7 of the anti-trust act contains the pro- 
visions on intercorporate stockholdings. It declares, 
first, that no corporation shall acquire directly or in- 
directly any part of the stock of another corporation, 
where the effect “may be to substantially lessen 
competition ” between the two corporations, ‘“ or to 
restrain such commerce ... or to tend to create a 
monopoly.” A similar provision is made with regard 
to holding companies; no corporation may acquire 
stocks in two or more corporations under the con- 
ditions above set forth. Common carriers are in- 
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cluded among the corporations covered. There are 
various exceptions to these broad prohibitions, but the 
only one of importance relates to stockholdings hereto- 
fore acquired. In other words, the act applies only to 
future acquisitions of stock and does not undertake 
to undo things already accomplished. Of course there 
is a clause to the effect that the act shall not make law- 
ful anything theretofore prohibited by the anti-trust 
laws; intercorporate stockholdings which were unlaw- 
ful under the Sherman act may still be attacked. 

This section seems to add nothing of real value to the 
Sherman act. Moreover, if strictly construed, it 
prohibits that which should not be prohibited. Under 
the Sherman law the courts have already held inter- 
corporate stockholdings unlawful when they result in 
unreasonable restraint of trade or in a tendency toward 
monopoly. Several of the great trust cases decided — 
by the Supreme Court have turned on this point — 
the Standard Oil case, the Tobacco case, the Northern 
Securities case, the Union Pacific case and others. The 
new law, however, prohibits the acquisition of stocks not 
merely where competition in the trade — that is in the 
business concerned as a whole —is restrained; but 
also where merely the competition between the partic- 
ular corporations directly concerned is lessened. A 
lessening of the competition between two corporations 
may increase the competition in the branch of industry 
or commerce in which they are engaged. One corpora- 
tion may control, say, one-tenth of a given branch and 
another corporation one-twentieth. The acquisition 
of stock in one by the other may completely destroy 
competition between them, but may thereby render 
them more efficient in competing with other concerns. 

Doubtless the exercise of discretion by prosecuting 
authorities and courts will result in weakening the 
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prohibitions of this section. In few cases perhaps will 
suits actually be brought and won by the government 
unless the public interest is threatened by the inter- 
corporate stockholding. That, however, does not 
justify placing an economic and legal absurdity on the 
statute book. It is strange that Congress did not use, 
with respect to intercorporate stockholding, language 
similar to that used regarding interlocking directorates, 
which is far more closely guarded. 

The administration anti-trust bill, as originally intro- 
duced in Congress, contained a provision with regard to 
interlocking directorates which, had it been enacted, 
would have been little less than disastrous. Virtually 
it prohibited the interlocking of directorates altogether, 
regardless of its effect. If two corporations, which 
together had only a small fraction of a given business, 
should have one common director, and if such corpora- 
tions were natural competitors, the corporations would 
have been made subject to the penalties of the Sherman 
anti-trust law. 

As it passed the House this absurd and drastic pro- 
vision was toned down greatly, and in the Senate it was 
still farther shorn of claws by the omission of the 
penalty. In its final form the section (§ 8 of the anti- 
trust act) applies only to large corporations and only in 
cases where the elimination of competition by agree- 
ment between them would be unlawful. No person, it 
declares, shall, after two years from the passage of the 
act, be a director in any two or more corporations, any 
one of which has capital, surplus and undivided profits 
aggregating more than one million dollars, if such cor- 
porations have been theretofore competitors ‘‘ so that 
the elimination of competition by agreement between 
them would constitute a violation of any of the pro- 
visions of any of the anti-trust laws.” Nothing is 
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said about community of officers or employees other 
than directors. Banks and common carriers are 
exempted from this general provision; but there are 
special provisions regarding banks. 

If the fact that two or more corporations had common 
directors did actually result in restraint of competition 
—not merely between the corporations concerned but 
in the trade generally — the courts could and probably 
would have held it unlawful under the Sherman act. 
In several decisions in which combinations based on 
intercorporate stock ownership have been dissolved, 
the courts have prohibited the segregated parts from 
having common officers or directors. The new act, 
however, goes farther and prohibits corporations from 
having the same directors even tho they do as a matter 
of fact actively compete, provided only that an agree- 
ment between the corporations to eliminate competition . 
would be unlawful. In effect it makes the interlocking 
of directors in such case conclusive evidence of com- 
bination to restrain trade. Perhaps on the whole this 
is wise, for there is at least some tendency to eliminate 
competition where even a single individual is a director 
in two or more potentially competitive corporations. 

The importance of this legislation, however, has been 
greatly exaggerated by its sponsors. The real evil is 
not community of directors but community of stock 
ownership. It will be easy enough for an individual 
or group who hold stock in several corporations to elect 
different men as directors who will act in harmony. 
The director is but the voice of those who elect him. 
Dummy directors are no new thing and they will doubt- 
less be more numerous under this act than at present. 

Apparently no one seriously proposed in Congress 
to restrict community of stock ownership by individuals. 
As I have pointed out elsewhere,' the courts have 

1 In this Journal, May, 1914, p. 406. 
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expressly tolerated community of interest in cases 
where it was almost self-evident that the result must be 
to prevent competition. They have seemed to consider 
it an inalienable right of the individual to hold what 
stocks he pleases. The “ dissolution” of trusts by 
distributing the stocks of subsidiary companies pro 
rata among the stockholders of a controlling company 
is little more than a farce. The investigations of the 
Pujo committee emphasized the enormous extent and 
influence of community of stock interest as well as of 
interlocking directorates. But Congress seemed to 
be of the same mind as the courts with respect to the 
impossibility, or the unconstitutionality, of attempting 
to check the former. Some day our law makers will 
grow bolder; they will not permit any supposed 
right of private property to serve as a bulwark for 
monopoly. 

The special provisions regarding interlocking direc- 
torates of banks, as passed by the House, were struck 
out by the Senate on the ground that the matter could 
best be provided for in connection with the banking 
laws. These provisions were, however, restored, with 
some modifications, by the conference committee and 
enacted into law. They prohibit interlocking of 
directors, officers or employees among large banks — 
those having deposits, capital, surplus and undivided 
profits aggregating more than five million dollars — 
wherever located. Moreover, subject to minor excep- 
tions, no two banks, of whatever size, in a city of more 
than 200,000 inhabitants may have a common director, 
officer or employee. Naturally Congress has not under- 
taken to regulate private banks or those organized under 
state laws, but the act does apply to relations between 
a national bank on the one hand and a private or state 
bank on the other. 
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This provision as to banks is not qualified by any 
reference to the effect of the interlocking. It is not on 
its face directed against monopoly or restraint of com- 
petition among banks or in other business. The con- 
stitutionality of this provision cannot be questioned, 
since the national banks are creatures of the federal 
government. As to its justice and propriety there may 
be some doubt, and as to its effectiveness, for the reasons 
already mentioned above, still more doubt. The 
investigations of the Pujo committee have indeed made 
clear the immense power of concentrated banking in- 
terests. If that power can be weakened by this new 
legislation, most people will welcome it, even tho the 
law may incidentally prevent interlocking directorates 
among banks where no disadvantages would result 
therefrom. 

It may be noted that there are no direct penalties for 
violation of the provisions as to intercorporate stock- 
holding and interlocking directorates. The enforce- 
ment rests with the interstate trade commission by a 
procedure similar to that in the case of unfair com- 
petitive methods. 

While, as already indicated, a good many teeth were 
drawn from the anti-trust bill during its progress 
through Congress, there remains one provision which 
distinctly increases the terrors of the law. Section 14 
of the new act provides that whenever a corporation 
shall violate any of the penal provisions of any of the 
anti-trust laws, such violation shall be deemed to be 
also that of the individual directors, officers or agents 
who have authorized, ordered or done any of the acts 
constituting such violation. Upon conviction therefor 
any such director, officer or agent is subject to fine not 
exceeding $5000 or imprisonment not exceeding one 
year or both. 
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As is well known, practically no imprisonments have 
heretofore resulted from the enforcement of the anti- 
trust laws. Most of the fines in criminal cases under 
them have been assessed against corporations. It is 
true that individuals could be punished for conspiracy 
under the Sherman act; but this new section will prob- 
ably make it somewhat easier to punish them. There is 
no immediate likelihood, however, that the prisons will 
be overcrowded with trust offenders. 

The anti-trust act provides (§4) that any person 
injured in business or property by reason of anything 
forbidden in the anti-trust laws may sue and recover 
three-fold damages. This merely extends the provision 
of the Sherman act so as to cover all anti-trust laws 
including the new act itself. 

Section 5 provides that a final judgment or decree in 
any suit brought by the United States under the anti- 
trust laws, to the effect that the defendant has violated 
those laws, shall be prima facie evidence against such 
defendant in any suit or proceeding brought by any 
other party against him or it under the same laws. 
The House bill would have made such judgment or 
decree conclusive evidence, but the words prima facie 
were substituted in the Senate. No one can seriously 
doubt the propriety of this new provision. It is a need- 
less burden upon a state, or upon a person injured by 
a violation of the anti-trust laws, to have to prove inde- 
pendently that the trust laws have been violated when 
the matter has already been determined in a govern- 
ment suit. 
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III. MIsMANAGEMENT OF RAILROADS 


The revelations of the Pujo investigation, of the New 
Haven investigation and of other recent investigations 
with reference to mismanagement of railroads and the 
mulcting of their stockholders have led to some drastic 
provisions, placed, perhaps somewhat illogically, in 
the anti-trust act. 

Those investigations had shown that great banks had 
often made unreasonabie gains from the financing of 
railroads; that dummy construction companies and 
equipment concerns in which railroad officers were 
interested had made fat profits at the expense of the 
stockholders of the road. The anti-trust bill, as it 
passed the House, simply prohibited interlocking of 
directors or officers between a railroad and a concern 
of the kind specified with which it did business. In the’ 
Senate, however, it was suggested that there might be 
cases where such relations were proper and desirable 
and that regulation rather than prohibition was called 
for. Substantially the provisions adopted by the 
Senate have now become law (§10). No common 
carrier may have dealings in securities or in supplies 
or may make contracts for construction or maintenance, 
to the amount of more than $50,000 in any one year, 
with a concern in which any director or any of certain 
specified officers of the railroad is interested, except 
under the conditions specified in the act. These con- 
ditions are, virtually, competition, publicity and super- 
vision by the interstate commerce commission. If the 
concern in question is the most favorable bidder under 
competitive bidding, the railroad may do business with 
it, but it must report the transactions to the inter- 
state commerce commission in detail and the com- 
mission may investigate to see whether there has been 
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any abuse. Penalties are provided for violation of 
this section. 

Another outcome of the recent revelations of railroad 
abuses is in section 9 of the anti-trust act, which de- 
clares that an officer or director of a common carrier 
who “embezzles, steals, abstracts or wilfully mis- 
applies or wilfully permits to be misapplied ’’ its money, 
securities or property is guilty of a felony. Such acts 
are, in general, already made crimes under the laws of 
the individual states, but it will perhaps be possible for 
the federal government to enforce them more effectively 
in the case of interstate carriers. 


IV. Tue Feprerat TRADE CoMMISSION 


By all odds the most important feature of the new 
trust legislation is the creation of a federal trade com- 
mission. ‘The commission is composed of five members, 
appointed by the President with the advice and consent 
of the Senate. Not more than three may be of the same 
political party—a provision which is of doubtful 
merit, as it really recognizes party lines in the admin- 
istration of that which should be looked upon as wholly 
outside of those lines. The term of office is seven 
years and the salary $10,000. The commission is in 
fact to be a body of similar dignity with the inter- 
state commerce commission, tho the latter has seven 
members. 

The commission is to take over the bureau of cor- 
porations and it is expected that the head of that bureau, 
Honorable Joseph E. Davies, will be a member of the 
commission. The expert employees of the bureau will 
be a useful nucleus for the force of the commission. 
It may be noted that the special experts and examiners 
which the commission is authorized to employ are 
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exempted from the classified civil service. It is a long 
step from a bureau of corporations headed by a single 
commissioner at a salary of $5000 to a board of five 
members, each paid twice that salary. Useful as have 
been the investigations of the bureau, the public has a 
right to expect from this great new commission results 
of a far more important character. 

The new act contains full provisions as to the investi- 
gatory powers of the trade commission. In substance 
it gives the commission complete power to investigate 
the affairs of all corporations engaged in interstate or 
foreign commerce, except common carriers and banks. 
The commission and its agents have access to the books 
and records of corporations and may require by sub- 
poena the production of any or all of their papers. 
Witnesses may also be required to appear and testify. 
There are the usual provisions regarding testimony 
tending to incriminate its giver; he may not refuse to 
testify on that account, but is thereafter immune from 
prosecution. 

The investigatory powers of the commission thus far 
mentioned are not materially greater than those hereto- 
fore possessed by the bureau of corporations. But 
the law creating that bureau made no definite provision 
for annual or special reports from corporations, and 
the general powers of investigation conferred on it 
have never been assumed to empower the bureau to 
demand such reports. The new law, however, explicitly 
authorizes the trade commission to require annual or 
special reports from any corporation engaged in inter- 
state or foreign commerce except banks and common 
carriers. The commission is not compelled to call for 
reports from every corporation; it can determine what 
classes of corporations or what particular corporations 
must report and also determine the scope and character 
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of the information to be furnished. The commission 
may require the reports to be under oath. 

These powers of the commission with respect to 
reports from corporations are approximately the same 
as those given to the interstate commerce commission 
with respect to railroads. The trade commission, 
however, lacks the power possessed by the latter to 
prescribe systems of accounts for corporations and to 
prevent them from keeping other accounts. It would 
doubtless be premature to give the trade commission 
that power. To devise satisfactory accounting systems 
for the multiplicity of corporations in different lines of 
business would take years. Obviously the accounts 
cannot be uniform to any such degree as those of rail- 
roads. For this reason the reports to be required from 
corporations will necessarily at first be less detailed 
than those made by railroads, and will probably not be 
so reliable, even tho made in entire good faith. 

The new act prescribes penalties for failure to make 
reports required by the commission or for making false 
reports. But it goes much further. Any person who 
wilfully makes or causes to be made any false entry in 
any account or record kept by a corporation is declared 
guilty of a misdemeanor. So too is any one who neg- 
lects or fails to make full and correct entries in such 
accounts and records of all facts and transactions 
appertaining to the business of the corporation. This 
certainly is a drastic provision and will have to be inter- 
preted with reasonable liberality. Finally, penalties 
are prescribed for altering or falsifying any documentary 
evidence of a corporation or for removing it out of the 
jurisdiction of the United States. The salutary 
character of these provisions is obvious. 

The information secured from the reports of corpora- 
tions to the trade commission will not merely be of 
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great aid to that commission itself in the exercise of its 
other powers, but if the more important data are pub- 
lished they will serve other most useful purposes. It 
has been a common contention that publicity alone will 
go far toward preventing excessive charges and other 
corporate abuses. The benefits of publicity in this 
direction have sometimes been exaggerated, but they 
are important. If the reports show that corporations 
in a given line of business are making unusually large 
profits competition will be the more likely to enter the 
field and bring down prices. 

Under the new act the trade commission itself 
decides what information obtained by it — by what- 
ever means obtained — shall be made public, save only 
that the law prohibits the commission from publishing 
trade secrets and names of customers. The term 
“trade secrets’ will undoubtedly be taken to mean 
merely secrets as to processes of production and the 
like. The general language of the law seems to imply 
the expectation that a great deal of information secured 
by the commission will be made public. It is sincerely 
to be hoped that the trade commission will see fit to 
make public all the important information it secures 
through the system of reports or in other ways, just as 
the interstate commerce commission does. It will be 
recalled that under the law creating the bureau of 
corporations that bureau itself has no power to deter- 
mine what information secured by it shall be made 
public, the determination resting with the President. 
As a matter of fact the President, presumably at the 
instance of the bureau, has withheld much information 
regarding individual corporations which would have 
been of material value to the public. A few years ago 
sentiment in the business world was scarcely ripe for 
such a measure of publicity as may properly be de- 
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manded today. In fact great corporations are more 
and more on their own initiative adopting the policy 
of making full reports to the public. The injury to a 
business concern from the disclosure of its affairs is sel- 
dom serious, and any concern whose business is so great 
as to affect materially the welfare of masses of people 
has no right to consider itself a private institution. 
Reference has already been made to the important 
powers of the interstate trade commission as to the 
enforcement of the new provisions of the anti-trust 
legislation. The general prohibition of unfair competi- 
tive methods, that of price discrimination and that of 
restrictive sales and leases are enforceable only through 
the commission. The same is true of the prohibitions 
with regard to intercorporate stock ownership and 
interlocking directorates, — except as they relate to 
banks and common carriers, where other federal 
boards have jurisdiction. This is clearly as it should 
be, at least for the time being. The commission 
through its expert investigation will be able soon to 
amass a great body of information regarding com- 
petitive methods and methods of combination. Such 
information is largely lacking at the present time. On 
the basis of such information the commission should 
develop a sounder judgment regarding these matters 
than could be expected of prosecuting officers or judges. 
In addition to its special powers in the enforcement of 
the provisions mentioned, the commission is required to 
aid in the enforcement of the anti-trust laws generally 
($6). On the direction of the President or either house 
of Congress it has the power and duty to investigate 
and report the facts relating to alleged violation of the 
anti-trust acts by any corporation. Upon the applica- 
tion of the attorney general it must investigate and 
make recommendations in order that a corporation 
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alleged to be violating the anti-trust acts ‘‘ may there- 
after maintain its organization, management and con- 
duct of business in accordance with law.” It is well 
known that in a number of instances in recent years 
corporations and combinations have, without suit by 
the government, changed their organization or methods 
of business, with a view to conforming to the Sherman 
act. In such cases they have usually consulted the 
attorney general and secured his approval. Thus to 
readjust business without appeal to the courts is evi- 
dently desirable. It saves expense and friction. It 
is obvious, however, that an expert body like the trade 
commission will be in a much better position than the 
attorney general to suggest the proper changes in 
practices and in organization. 

Again, the new law provides (§ 7) that the trade com- 
mission may be called upon for assistance and advice 
in connection with the actual conduct of a suit in 
equity brought by the government under the anti- 
trust acts. The court may upon the conclusion of the 
testimony in such a suit, if it is of the opinion that a 
decree should be made against the defendants, “ refer 
said suit to the commission, as a master in chancery, 
to ascertain and report an appropriate form of decree 
therein.” The court, of course, can reject such a 
report in whole or in part. It is very likely not only 
that the courts will in fact often call upon the com- 
mission but that they will usually folfow its suggestions. 
This again is a provision of much importance. Had 
the recommendations of an expert body such as the 
trade commission been before the court in connection 
with the dissolution of the Standard Oil Company, for 
example, it is scarcely conceivable that that dissolution 
should have taken a form so ineffective as it did. How 
to secure a satisfactory dissolution of a trust is an 
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immensely difficult economic problem, rather than a 
legal problem. A plan must be devised which will at 
the same time effectively restore competition and avoid 
hardship to the owners or stockholders of the combina- 
tion and undue shock to the business world. 

Finally, the trade commission under the new law (§ 6) 
may on its own initiative investigate the manner in 
which any decree against a defendant in a suit brought 
by the government to restrain violation of the anti- 
trust acts is being carried out. Upon the application 
of the attorney general it is its duty to make such an 
investigation. At present it too often happens that 
when a court has ordered the dissolution of a combina- 
tion, or issued some other order for the enforcement of 
the anti-trust laws, very little attention is given by 
any one to the question whether the decree is actually 
obeyed. The commission should be able to render a 
valuable service in this direction. 

The trade commission is also directed to report to 
Congress from time to time its recommendations for 
further legislation regarding corporations, combinations 
and trade practices. There is every reason to believe 
that the commission will have a great and beneficial 
influence upon future legislation. If Congress had 
gone no farther at the present session than to create 
such a commission, give it powers of investigation and 
call upon it for recommendations regarding future 
action, the trust legislation would have been well 
worth while. The ordinary methods of inquiry on 
which Congress bases legislation are by no means 
adequate to a problem as vast and complex as the 
trust problem. The time is not yet ripe for the enact- 
ment by Congress of a mass of details regarding com- 
binations, corporations and competitive methods. In 
fact, a good deal even of the legislation actually adopted 
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at this session has been, as already shown, a trifle imma- 
ture. It is better to proceed slowly and surely than 
to make blunders. 

The creation of the trade commission is, therefore, 
a great forward step. ll parties in Congress were 
alike in favoring such a commission. Public sentiment 
throughout the country demanded it. The trusts and 
corporations were in general glad to see it established. 
An inquiry sent out by the National Chamber of Com- 
merce to its constituents, consisting of trade organiza- 
tions throughout the country, elicited an almost 
unanimous recommendation of such a commission. 
It matters not so much what its particular powers are 
at the outset, or what are for the time being the pro- 
visions of law as to trusts, combinations and trade 
practices. The important thing is to have a body of 


proper dignity devoted to the expert consideration of . 


these great problems. A great responsibility rests upon 
the President in the selection of the first members of the 
new commission, and every one awaits his action with 
profound interest.! 

E. Dana DuRanp. 


UNIVERSITY OF MINNESOTA. 


1 It is not necessary here to discuss the important new provisions of the anti-trust 
act with reference to labor or those with reference to the use of the injunction and the 
proced for tempt of court. While the latter will have some bearing on cases 
against trusts and corporations, their chief significance is with respect to labor cases. 
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Introduction. — Methods of Wage Regulation 


GOVERNMENTAL regulation of wages in Australia and 
New Zealand has taken place by one or more of the 
following methods: (1) The legal prohibition of the 
payment of a lower wage to a given class of workers 
than that named in the statute; (2) the legal prohibi- 
tion of the payment of lower wages or rates of pay in a 
given trade than those agreed to in a compulsory 
conference of employers and employees in that trade, 
usually known as a wages board; (3) the legal prohibi- 
tion of the payment of lower wages or rates of pay in a 
given trade or industry than those named in an order 
of acompulsory arbitration court after the hearing of an 
industrial dispute. 

The first method, altho found in the legislation of 
New Zealand and all the Australian states, has for us 
no very great significance. Almost everywhere it was 
intended to put an end to a practice which had grown 


1 Expansion of lectures delivered at Harvard University, November, 1914. 
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up in the sweated trades of taking on youthful workers 
under the pretense of teaching them a trade and paying 
them no wages during their apprenticeship. When, 
after some weeks or months, the parents suggested that 
their children were now capable of earning wages, the 
“earners ”’ were dismissed and new ones employed. 
The statutory minimum wage which has been estab- 
lished to put an end to this practice is half-a-crown 
(61 cents) a week in Victoria, 4 shillings (97 cents) a 
week in South Australia and New South Wales, and 
5 shillings ($1.213) a week in New Zealand, Queensland 
and Tasmania. In the last named states an increase of 
two and a half or three shillings must be made each year 
until a minimum wage of at least 20 shillings ($4.86) a 
week is paid. Generally speaking, these laws apply to 
factories only, tho there are some exceptions.' 

Interesting and valuable as these laws may be in 
accomplishing the purpose for which they were enacted, 
it is not they which are usually thought of when one 
speaks of governmental regulations of wages in Aus- 
tralia. 

Regulation of wages by the arbitration courts is an 
important — perhaps the most important — method 
known to the people of Australia or New Zealand and 
it seems to be slowly gaining ground in those countries. 
But compulsory arbitration has a far wider range of 
activities than the regulation of wages, altho it is doubt- 
ful if its influence is in any respect so great as that of a 
regulator of wages and working conditions. It was not 
as a means of regulation of wages in any large sense, 
however, but as a means of settling industrial disputes 
that compulsory arbitration was thought of by those 
persons who were responsible for the beginnings of such 
legislation. The compulsory arbitration act of 1894 in 


1 Schachner, Die Soziale Frage in Australien und Neuseeland (Jena, 1911), p. 144. 
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New Zealand was the first measure of this sort and the 
control over wage scales which it authorized was sup- 
posed to be purely incidental to its main purpose. One 
of its supporters in the upper house of Parliament, who 
has since become its severest critic, said six years after 
the passage of the act that he found himself ‘ driven by 
candor to admit that the system is not in any sense 
what it purports and was intended to be — a means of 
settling industrial disputes — and is rather a system 
for the regulation of the industries of the colony by 
means of ordinances (misnamed ‘ awards’) issued by a 
court of law.” ! 

It does not seem practicable to single out the function 
of wage regulation from all the other numerous and 
important activities of the arbitration courts for sepa- 
rate treatment and it is not within the scope of these 
lectures to cover the entire subject of the regulation of 
industry in Australasia. Accordingly we shall confine 
ourselves to the work of the Australian wages boards. 
A further justification for this limitation is found in the 
fact that while wage regulation by means of such boards 
is a subject of experimentation and keen political con- 
troversy in our own country at the present time, and 
we may hope that a review of Australian experience 
may throw some light on the probable results of such 
experiments as we are making, compulsory arbitration 
is hardly more than an academic question with us at 
present, if for no other reason than that it could prob- 
ably not be introduced here without amendments to 
our state and federal constitutions. 

The revision of the Factories Act in Victoria in 1896 
for the first time introduced into legislation the method 
of regulating wages by special boards. Altho con- 


1 J. MacGregor, Industrial Arbitration in New Zealand (Dunedin, 1901), prefatory 
note. 
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fessedly intended by its mover and supporters as a 
means of restricting the freedom of contract in the sell- 
ing of labor under certain circumstances and conditions, 
it was not then contemplated that the wages boards 
system would become a general method of wage regu- 
lation. It was intended to have only a very limited 
use, for the purpose of checking the abuses which had 
grown up in a few highly sweated trades. For this 
reason we find that the most stubborn resistance which 
the new system encountered came not at the time of its 
introduction, but several years later, when the wages 
boards system was being extended to the non-sweated 
trades. 


1. The Anti-Sweating Movement in Victoria 


For years prior to the passage of the Factories Act 
of 1896, Victorian reformers and legislators had been ~ 
grappling with the problem of ‘“ sweating ” in various 
industries in Melbourne. The decline of alluvial gold- 
mining, which had brought such a rush of colonists to 
Victoria from 1850 to 1860, caused a steady drift of 
population to Melbourne, the only important city of 
the colony. Manufacturing industries prospered for a 
time, partly due to the cheap labor supply and partly 
to the protective tariff which Victoria maintained in 
face of the free trade tendencies of the other colonies. 
Speculation in land and heavy borrowing for public 
works helped to maintain an outward appearance of 
prosperity during the ’eighties. Yet those who looked 
below the surface saw that all was not well. The Age, 
an influential newspaper of Melbourne and the chief 
organ of protectionism in Australia, had begun to issue 
warnings as early as 1880 that certain classes of laborers 
in the colony were being exploited.' 


1 W. P. Reeves, State Experiments in Australia and New Zealand (1902), vol. ii, 
pp. 4-5. 
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The Victorian Factories Act of 1873, the first of the 
kind to be enacted by an Australasian legislature, did 
not apply to places in which less than ten persons were 
employed, and its administration was left to municipal 
councils which usually failed to act. A Royal Com- 
mission appointed in 1882 to inquire into the condition 
of employees in shops and the operation of the Act of 
1873-74 found that a practice had grown up in the 
clothing and boot trades of giving out work to be done 
in the homes of the workers, and that this practice — 
usually known as “ sweating ’’ — had resulted in low 
wages, long hours and unsanitary dwelling places. It 
was also found that the practice was causing the dis- 
placement of skilled male labor by overworked and 
underpaid female labor. The Commission recom- 
mended among other things that “‘ the sweating system 
be prohibited ” and that “‘ employees be prohibited 
from taking work home from the factories.” ! Altho 
these radical recommendations were not accepted, 
Parliament, stimulated in part by a strike of women in 
the clothing trades in 1882 and by the urging of the 
inter-colonial trade union convention which met at 
Melbourne in 1884 and which re-echoed the findings 
and recommendations of the Royal Commission, made 
some useful amendments to the Factories and Shops 
Act in 1885, which, however, did little to improve the 
conditions of the home workers. 

For several years there was a lull in the agitation but, 
as conditions grew worse rather than better, in 1890 
The Age renewed its attack on the sweating system and 
in vivid language portrayed the long hours and low 
wages of women employed to manufacture in their own 
homes the garments put out by the large clothing shops. 


1 Report of the Royal Commission on Employees in Shops and the Operation of the 
Victorian Factory Act, 1874 (Melbourne, 1884), pp. xi—xii. 
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“Tt is abundantly certain,” said the writer, “ that 
sweating — mean, frowsy, depraved and pitiful — is 
carried on in Melbourne to a degree hardly less horrible 
than in London.” ! A public meeting followed which 
was participated in by some of the most prominent and 
public-spirited citizens of Melbourne. Strong resolu- 
tions against sweating were adopted and Parliament was 
urged to take action in the matter. The Chief Inspector 
of Factories issued a report this year on the “‘ Sweating 
System,” which gave official confirmation of the stories 
of low wages and long hours that had been related by 
private investigators.? 

Parliament made some further effort to improve the 
inspection and regulation of factories at this time by 
enacting the Factories Act of 1890. Chinese competi- 
tion was the chief evil aimed at by this legislation. 
Tho the act of 1890 introduced some administrative ~ 
reforms, it did little or nothing to prevent the evils of 
home work. It was not so much that Parliament was 
unwilling to act but that no practical solution of the 
difficulty had been suggested. Some reformers de- 
manded the prohibition of the practice of giving out 
work to be done outside of factories, but this seemed to 
Parliament too drastic a remedy. 

In 1893 a parliamentary board was appointed “ to 
inquire and report as to the workings of the Factories 
and Shops Act, 1890, with regard to the alleged exis- 
tence of the practice known as ‘sweating’ and the 
alleged insanitary condition of factories and work- 
rooms.” The use of the word “ alleged ” in the reso- 
lution of inquiry doubtless correctly sets forth the 
skepticism which many legislators and officials then 


1 Quoted by W. P. Reeves in State Experiments in Australia and New Zealand, IT, 
p. 7. 

2 Report of the Chief Inspector of Factories on the ‘‘ Sweating System ” in Conne- 
xion with the Clothing Trade in the Colony of Victoria (Melbourne, 1890). 
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felt with regard to the representations made by the 
newspapers and the reformers. 

The results of the investigations made by the parlia- 
mentary Board of Inquiry during the years 1893-95 
showed clearly enough, however, that the reports as to 
the sweating of the workers had not been exaggerated. 
Testimony taken by the Board and evidence submitted 
by the factory inspectors showed, for example, that two 
shirt-makers worked from 12 to 13 hours a day in order 
to earn between them 10s. ($2.43) a week; an entire 
family, consisting of husband, wife and two sons, made 
knickers for 10d. (20 cents) a pair and earned collec- 
tively 7 s. 6 d. ($1.82) a day; a woman who made tennis 
shirts, including machining, button-holing, finishing, 
pressing and sewing on collar, pocket and ticket, for 
2s. 6d. (79 cents) a dozen, was able to make from four 
to five dozen a week, oftentimes working till midnight 
to do so; a tweed trousers’ maker, who was an expert 
tailoress, worked from 13 to 14 hours per day and 
sometimes on Sundays, in order to earn 12s. ($2.92) 
a week, at 63d. (13 cents) a pair; another woman, 
aided at times by her invalid sister, made childrens’ 
pinafores at 1} d. (23 cents) apiece, and her wage book 
for a series of six consecutive weeks showed weekly 
earnings of from 8 s. 14d. ($1.97) to 11s. 7d. ($2.81), 
while for every 7s. ($1.70) earned she was obliged to 
expend 6 d. (12 cents) for sewing thread.’ 

Other evidence equally convincing as to the need 
of reform was furnished by other witnesses. Especially 
illuminating was the statement of a woman who had to 
support an invalid husband and several children. She 
was an expert tailoress and had worked at the trade in 
London since she was a child. The lowest price at 


1 Minutes of Evidence, Factories Act Inquiry Board, pp. 71, 77, 80, and Report by 
Miss Cuthbertson, Female Inspector, in Report of Chief Inspector of Factories, 1895, 
p. 17. 
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which she made vests for the London sweaters was 8 d. 
(16 cents) apiece, but in Melbourne she was paid for the 
same work only 6d. (12 cents) apiece altho the log 
established by the tailoresses’ union for this work was 
2s. 9d. (67 cents).' 

The evidence submitted to the parliamentary board 
showed further that the competition of those manu- 
facturers who gave out work to be done in the homes 
was forcing reputable firms who carried on their work 
in factories and who were willing to pay the log prices 
fixed by the tailoresses’ union to suspend their factory 
operations and put out their work through the sweaters. 
The Report of the Chief Inspector of Factories showed 
that the number of factories had decreased from 2,548 
in 1891 to 2,243 in 1893, and the number of workers in 
factories from 47,813 in 1890 to 34,268 in 1894.2 Part 
of this loss was attributable to the industrial depression 
in the colony, but nevertheless it was shown that the 
sweating went on in good as well as in bad times.’ 
The tailoresses’ union, composed entirely of factory 
workers, which had had a membership of nearly two 
thousand, numbered at the time of the investigation 
only thirteen members, altho the dues had been made 
as low as 2 d. (4 cents) per week.‘ 

Another evil brought to light by the investigation 
was the abuse of the apprenticeship system in the 
clothing trade, whereby children were taken on under 
the pretense of teaching them a trade and were em- 
ployed at little or no wages at some one process of 
manufacture so that they had no opportunity to learn 
the trade. ® 


? Quoted from reports of Anti-Sweating League in Austral Light, October, 1896, 
(Manuscript copy in office of Chief Inspector of Factories in Melbourne.) 

® Report of Chief Inspector for 1895, p. 4. 

* Minutes of Evidence, Factories Act Inquiry Board, p. 80. 

* Ibid., p. 15. 

5 First Progress Report, Factories Act Inquiry Board (1893), pp. 23-24. 














106 QUARTERLY JOURNAL OF ECONOMICS 





Still another difficulty was Chinese competition in 
the furniture trade, which had cut down the number of 
European cabinet makers from 200 or more to about 
60 or 70, and their wages from 9 s. ($2.19) a day to less 
than half that amount.' The competition was so keen 
that the Chinese, in spite of their low standards of 
living, were barely able to earn a subsistence and had 
only a short time before struck against a twenty per 
cent reduction in their wages.’ 

The Factories Act Inquiry Board made many recom- 
mendations of legislation intended to improve the con- 
dition of factory workers and to regulate the giving out 
of work to be done outside the factory. Altho most of 
these recommendations were accepted by Parliament 
and were incorporated into the Factories Act of 1896,* 
none of them seemed to promise an effective remedy 
against sweating. Neither colonial experience nor 
that of the mother country pointed the way to a solu- 
tion of the difficulty. It was feared that the entire 
prohibition of home work would cause more suffering 
than it would cure. To regulate the hours of labor for 
such work would require such a force of inspectors as 
to seem impracticable. 

The things on which the reformers laid chief emphasis 
were legislation requiring home workers to take out a 
license, in order that the inspectors might the more 
readily supervise homes used as working places, and the 
requirement that ready-made clothing should bear the 
name and address of the worker so that the would-be 
purchaser might know that it was the product of the 
sweaters’ victims. These appeared but feeble weapons 

1 Second Progress Report, Factories Act Inquiry Board (1894), pp. 5, 8. 

3 Tbid., pp. 7-8. 

3 Mr. Pi k, who introduced the measure, said that ‘ the greater portion of the 


recommendations of the Board had been incorporated in the bill.’’ Speech on Second 
Reading, Oct. 17, 1895, Victorian Parliamentary Debates, vol. 78, p. 2635. 
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for so formidable an enemy as the sweating system, but 
even these suggestions met with bitter opposition on the 
part of the manufacturers and their supporters in Parlia- 
ment. 


2. The Origin and Introduction of Wages Boards 


Two witnesses who appeared before the Factories 
Act Inquiry Board of 1893-94 to give testimony con- 
cerning the sweating system offered suggestions which 
pointed the way towards the solution of the sweating 
problem which was finally adopted. One of these 
witnesses was Rev. A. R. Edgar, pastor of the Wesleyan 
Church, who had interested himself in the problem of 
the sweated workers in the very first week of his pas- 
torate in Melbourne and whose church was one of the 
important centers of the agitation against sweating. 
Mr. Edgar suggested that a remedy for the sweating 
evil might be found in fixing the wages of the workers 
by legislative enactment. Just how this was to be 
done does not appear from the reports of the hearings, 
but Mr. Edgar informed me that he had some such 
idea as the wages boards in mind, even tho perhaps 
the idea had not taken definite form. A clearer 
suggestion of the wages boards is found in the testi- 
mony of Mr. Charles E. Glass, an importer and ven- 
dor of sewing machines, whose business brought him 
into close contact with the home workers, in whose 
welfare he seems to have taken a strong interest. Mr. 
Glass recommended to the Board that a minimum rate 
of wages for workers in any of the sweated trades be 
established by a committee appointed by the Minister 
on the application of a section of workers in that 
trade.” 


1 Minutes of Evidence offered before Factories Inquiry Board, p. 74. 
2 Minutes of Evidence, Factories Act Inquiry Board, p. 82. 
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The pertinency of these suggestions seems not to have 
been appreciated by the members of the Inquiry Board, 
or perhaps they did not believe them to be practicable. 
At least they are not referred to in their report and 
recommendations, nor do they appear to have exercised 
any influence on subsequent legislation. 

The author of the wages boards plan which was 
incorporated in the Factories Act of 1896 was Mr. (now 
Sir) Alexander Peacock, who had recently become Chief 
Secretary of the Colony in the Turner ministry. The 
agitation against sweating was at its height, and Mr. 
Peacock interested himself in the matter and personally 
visited the homes of many of the out-workers. ‘I 
found,’’ he says, “‘ that these people were working exces- 
sive hours at grossly sweated rates of pay in poor and 
cheerless homes and generally under wretched condi- 
tions.” ! 

Sir Alexander has told me that he and the Chief 
Inspector of Factories, Mr. Harrison Ord, held many 
conferences in which they endeavored to find a practi- 
cable remedy for the sweating evil. Tho familiar with 
the proceedings of the Factories Act Inquiry Board, 
Mr. Peacock does not remember to have heard of the 
suggestions made by Messrs. Edgar and Glass. The 
plan which was adopted was suggested to Mr. Peacock 
by his own experience when, as a youth, he had been 
a clerk in a mining company’s office near Ballarat. 
The owner of the mining property, a rough man who 
had himself been a miner, had announced a reduction 
of 3s. (73 cents) a week in the wages of his men, who 
offered bitter opposition to the reduction and asked for 
a conference with their employer. At this conference 
young Peacock ‘acted as secretary. The employer 


1 Statement by Sir Alexander Peacock in unpublished manuscript in office of Chief 
Inspector of Factories of Victoria. , 
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argued that as there had been a decline in the prosperity 
of the business, the men ought to be willing to share in 
the reduction of profits. The men replied to this by 
pointing out the way in which they were obliged to live 
and successfully appealed to the employer’s knowledge, 
as an old time comrade, of what effect a reduction of 
three shillings a week would have on their standard of 
living. The recollection of this crude experiment in 
collective bargaining led Mr. Peacock to think that 
what had been done in mining might be done in other 
industries by compelling employers to meet with their 
employees to arrange wage scales. Mr. Ord gave his 
approval to the plan, which, stated in Sir Alexander’s 
own words, was as follows: 


The idea was to bring together an equal number of employers and 
employees, not exceeding ten' on each Board, to provide these ten 


representatives with a Chairman and to give to the Boards so con- - 


stituted power to fix the rates to be paid, either wage or piece work 
as the Board thought fit, for any work done in connection with the 
trades subject to such Special Board’s jurisdiction.? 


The agitation against sweating had resulted in the 
formation in Melbourne on July 23, 1895, of the Na- 
tional Anti-Sweating League of Victoria, which elected 
officers, established permanent quarters and henceforth 
directed the movement to abolish sweating. A com- 
mittee of this organization was formed to draft legisla- 
tion and in the offices of the League were drafted the 
provisions of the bill which later betame the Factories 
Act of 1896. In it were incorporated Mr. Peacock’s 
plan for Special Boards to establish minimum wages in 
the sweated trades. 


1 As originally drafted and introduced the bill provided for only five persons, two 
employers, two employees and a chairman elected by them. 

2 Statement in manuscript in Chief Factory Inspector's office in Melbourne. 

3 Statement from The Tocsin, June 19, 1903, on the back of the membership card 
of the National Anti-Sweating League. 
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The bill carrying the wages boards provisions was 
first submitted at the parliamentary session of 1895. 
Section 14 of this bill provided that the Government 
might appoint within any district a board of five per- 
sons, composed of two employers and two employees 
in the trade and a fifth person elected by them to fix the 
minimum wages for all persons ‘‘ under the age of 16 
years or any woman or girl ” engaged either within or 
without a factory in the manufacture of wearing apparel 
including boots and shoes. Mr. Peacock, who intro- 
duced the bill in the Assembly, described the work of 
the proposed board in the clothing trade as follows: 


This board after getting the necessary information will fix the 
prices that are to be paid for certain articles enumerated. At pres- 
ent this provision is to be confined to three or four articles, — 
women’s blouses, men’s shirts and slops, and women’s under- 
clothing. It is not proposed to fix the rates of pay for other articles 
as yet.' 


When the bill was under discussion in the committee 
of the whole, the Government was strongly urged by 
several members of the Assembly * to permit the section 
relating to the wages boards to be amended by striking 
out the words “‘ under the age of sixteen years, or any 
woman or girl,”’ in order that the provisions relating to 
the minimum wage might be established for all workers 
in the clothing trade, but Mr. Peacock said he regretted 
he could not see his way to adopt the amendment. He 
said: 

The present Factories Act was placed on the statute-book pri- 
marily with the object of protecting the weaker sections of the 
community — women and young persons under sixteen years of 
age. The bill was designed to extend that principle, and the Gov- 


ernment, after consideration, could not see their way clear to bring 
male adult labor under the clause.* 


1 Speech on Second Reading, Parl. Debates, vol. 78, pp. 2646-2649, 3143. 
2 Ibid., pp. 3144-3148. * Ibid., pp. 3144-3145, 
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In spite of Mr. Peacock’s opposition to the amend- 
ment, the committee decided to strike out the phrase 
which limited the boards’ determination to the wages of 
women and children. The feeling was expressed that 
if a minimum wage were fixed for women and child’ 
and not for men “ the result would be that the worx 
would ultimately be done much cheaper by the men 
under a sweating system, and women and children 
would get no work at all.’”’»!~ One member (Mr. Tren- 
with) spoke prophetically when he said that if the prin- 
ciple of the minimum wage were made applicable to 
men as well as to women and children “ the board 
which would fix the minimum wage would be a perpetual 
board of arbitration and would do away with harassing, 
vexatious and painful strikes.” * 

The motion to strike out the words which limited the 
minimum wage to women and children carried in the 
committee by a vote of 49 to 20, Mr. Peacock voting in 
the negative.* 

Other amendments made to the bill while it was still 
in the Assembly were the addition of the furniture 
manufacture to the trades for which boards were pro- 
vided,‘ and the addition of a section which provided 
that ‘‘ no person whosoever, unless in receipt of a weekly 
wage of at least 2s. 6d. (61 cents) shall be employed 
in any factory or work-room.”’ This latter amendment 
was intended to correct an abuse already mentioned,viz., 
the employment of young persons as tearners or appren- 
tices without paying them any wages and without 
teaching them any trade. Legislation of this sort had 
been strongly urged by Mr. Ord who had discovered 
that during the year 1895 not less than 349 girls had 

! Parl. Debates, vol. 78, p. 3146. * Ibid., p. 3147. 


3 Ibid., vol. 79, p. 3150. 
4 Proposed by Mr. McColl, Parl. Debates, vol. 79, pp. 3203-3204. 
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been employed without wages in the dress-making trade 
alone.! 

The bill as passed by the Legislative Assembly (the 
lower house) provided: (1) “‘ one board for each district 
for the clothing and the boot trades to fix the lowest 
prices for work; (2) one board for each district for the 
furniture trade, to fix the lowest prices for work; (3) 
one board for each district to fix the number of appren- 
tices and improvers; (4) one board for each district to 
fix the hours of labor.”’? When the bill reachea the 
Legislative Council (the upper chamber) this compli- 
cated machinery was much simplified by providing one 
board in each of the trades for the entire colony and 
giving to this board the authority to fix for its own trade 
not only the prices to be paid for work but also the pro- 
portion of apprentices and improvers and the hours 
of work for women and children only. 

The bill as amended failed of passage at this session 
of Parliament. This was due not so much to the pro- 
visions creating the special boards as it was to the failure 
of the two houses to agree to the proposal to require 
workers outside of factories to secure permits from the 
Factory Inspector’s office for carrying on manufactur- 
ing operations in their homes, and to a disagreement 
in regard to payment for overtime work. The bill was 
therefore retained by the Assembly and further action 
on it was postponed until the following session.* 

In the lengthy debates on the bill which took place 
in both houses much less attention was directed to the 
sections relating to wages boards than was given to 
the question as to whether permits should be required 
for the out-workers. Nevertheless the wages boards 
received a fair amount of discussion. The proposal to 


1 Report of the Chief Inspector of Factories for 1895, pp. 21-22. 
2 Parl. Debates, vol. 80, p. 5479. 3 Ibid., p. 6293. 
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establish them was frankly admitted by Mr. Peacock 
to be a departure in industrial legislation.' He de- 
fended it on the ground that it would abolish sweating 
since manufacturers who had their work done outside 
the factories would have to raise the wages paid to their 
workers. 

Viewed in the light of the revelations made by the 
various investigating commissions and factory inspec- 
tors, it is clear that the framers and supporters of the 
bill believed that inasmuch as the low rates of pay given 
to out-workers had caused many factories to close, the 
wages boards by bringing about higher wages would 
cause a reopening of the factories.2 It was with the 
view of accomplishing this end that the friends of the 
bill in the Assembly insisted so strenuously on the re- 
tention of the clause which required a permit from the 
Factory Inspector before manufacturing work could be . 
carried on in the home. This was properly called the 
“ erux of the whole measure.” 

The bill itself was not made a party measure in either 
house. Some of the strongest support for the wages 
boards came from the Opposition. One of the members 
from that side of the Assembly * said that this section 
was “ one of the best, if not the best in the Bill,” and 
that he was in “ thoro accord” with its provisions 
and believed that they would be “a means of doing 
away with sweating almost altogether.”’ On the other 
hand, there were the advocates of laissez-faire who 
warned their colleagues that “‘ any interference with the 
relations of private employers and their employees, 
however well-intentioned that interference might be, 
would do more mischief than good ”’ and that if Parlia- 


1 Speech on Second Reading, Pari. Debates, vol. 78, p. 2648. 

2 One of the supporters of the bill (Mr. McColl) said: “‘ The Chief Secretary 
(Mr. Peacock) wants to get every one into factories.” Parl. Debates, vol. 78, p. 2653. 

3 Mr. McColl, Parl. Debates, vol. 78, p. 2654-2655. 
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ment attempted to compel employers in the clothing 
trade to pay remunerative rates of wages to the em- 
ployees it would destroy the trade altogether and the 
employees “‘ would not get any wages at all.” ! 

To this argument Mr. Alfred Deakin, then as now one 
of Australia’s leading statesmen, pointedly replied that 
while it was true that “ the limit of wages must be 
affected by the prices of the products of that labor,” 
this did not settle the entire question at issue. The 
people still needed to be shown that an undue share of 
the product did not go to the middleman or other 
trades. But, he continued: 

Supposing that the worst came to the worst and these boards 
when appointed were obliged to fix a starvation rate of wages as the 
only rate which the clothing trade could afford to pay, it would be 
something for them to know that without any undue profit-taking 
by middlemen, this trade could only be carried on at the starvation 
point.? 


Mr. Deakin later on drew an interesting analogy 
between the regulation of wages by means of these 
boards and that by the craft gilds in mediaeval times,* 
and with something like prophetic insight he predicted 
that “ one day or other those boards would be estab- 
lished in every trade,” and that they ‘‘ would furnish 
the solution of a number of problems which were per- 
plexing this and every other legislature.” 

When the bill reached the Legislative Council it was 
subjected to fierce criticisms by the members who 
represented in large part the employing interests in the 
colony. Altho criticism was directed chiefly against 
the clause which required permits for workers outside 


! Mr. Murray-Smith in Parl. Debates, vol. 78, p. 3148. 
? Parl. Debates, vols. 78-79, pp. 3148-3149. 


3 Ibid., vol. 79, p. 3452. 
This resemblance between the wages boards and the craft gilds was also noticed in 
the Legislative Council by M. H. Embling, Parl. Debates, vol. 79, p. 4325. 
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of factories, the section relating to the wages boards 
did not escape unfavorable comment. 

The leader of the Opposition in the Council was Sir 
Frederick Sargood, a prominent boot manufacturer, 
who appeared to be held somewhat in awe by his col- 
leagues. Few seemed willing to challenge his opinions 
on business matters. Sir Frederick spoke with scorn 
of the impracticability of applying the wages boards 
plan to modern business and he spoke sneeringly of the 
lack of knowledge of practical affairs possessed by the 
gentlemen who had introduced the bill in both houses.' 
When boiled down, however, his opposition seemed to 
be not so much to the boards themselves as to their 
proposed size and mode of selection. He was opposed 
to the idea of having the members of the boards ap- 
pointed by the Minister and he 


desired to emphasize the fact that no four men could possibly carry 
out the duties so cast upon them. The only way in which it was 
possible to have a board which would be at all satisfactory was to 
have it elected by the employers and the employees.* 


Furthermore, when the Council had appointed a com- 
mittee to consider the bill and to suggest amendments, 
Sir Frederick was named as chairman and when the 
committee reported the bill back with amendments it 
did not recommend the elimination of the wages boards 
from the bill. 

Most of the debate on the boards in the Council 
revolved around the question as to whether the board 
members should be appointed or elected, altho there 
were members who objected to the boards on principle. 
It was said that they would do away with “ personal 
liberty ’’ and would “‘ determine whether a poor widow 
was to be allowed to work for an honest living for her- 


1 Parl. Debates, vol. 79, pp. 4320-4321. 2 I[bid., p. 4322. 
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self and her fatherless children.’”’! The boards would 
“ruin industry.” * They would “ never get through 
the work of classifying articles in the boot, furniture and 
clothing trades and deciding what prices should be 
allowed for labor.”* ‘ Nothing which Parliament 
could do, it was said, would stop sweating which existed 
in nearly every large city in the world.” ‘ 

Very little was said in the Council in favor of the 
boards and that little was said hesitatingly. The bill 
was referred to a select committee of the Council to take 
testimony from interested parties as to their attitude 
towards the measure. The committee held nine sit- 
tings, and examined thirty-two witnesses representing 
employers and employees in trades which would be 
affected by the measure, and also the officers who would 
be charged with the enforcement of the act if passed. 

With few exceptions, the employers who appeared 
before the committee objected to the provision for wages 
boards. The representative of the Victorian Chamber 
of Manufacturers said that it was “‘ the unanimous 
opinion of the whole of the members of the Chamber of 
Manufacturers present ’’ (at the meeting held to discuss 
the bill) that no board can do effectively the work 
sought to be imposed upon it.””"> Even tho the mem- 
bers of the clothing board were elected by operatives 
and manufacturers it was said, ‘‘ they could not have a 
technical knowledge of each of those trades in all the 
various branches, with the constant changes of fashion, 
shape and style and in the number of stitches in a 
garment.” The force of this objection was considerably 
weakened by its being shown that in the boot and cloth- 


1 D. Melville, Parl. Debates, vol. 79, p. 4405. 
2 Ibid. 3 Tbid., p. 4412. 4 Ibid. 


5 Report of the Select Committee of the Legislative Council on the Factories and 
Shops Act, 1890, Amendment Bill. Minutes of Evidence, pp. 14-15. 
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ing trades, voluntary boards composed of employers and 
employees had for many years fixed the log of prices to 
be paid for various classes of work. 

Practically the same objections were raised by 
representatives of the boot, clothing and furniture 
trades.'. A very few of the employers expressed a 
willingness to see the board plan tried? but insisted 
that both employers and employees must be allowed to 
elect their own representatives on the boards. 

Most of the workmen who appeared before the com- 
mittee expressed themselves as in favor of the wages 
board proposition, altho they confessed that there 
might be difficulties in the operation of the plan.? Even 
the Chief Inspector of Factories, Mr. Harrison Ord, and 
his assistant, Miss Cuthbertson, altho in favor of the 
board plan, were uncertain as to how far it could go in 


regulating wages in the various trades. They pointed - 


out that the bill did not contemplate any general 
regulation and that even within the trades to which 
it was to be applied, prices were to be fixed for making 
only a very few articles.‘ The aim of the Govern- 
ment officials at this time seemed to be to show that 
the field of operations of the wages boards would be a 
very narrow one. Mr. Charles A. Topp, the Under- 
Secretary for the Colony, expressed well this attitude 
when he said: 

It will be noticed that a Board may be appointed by the Governor 
in Council to fix the price for any particular article of clothing or 
wearing apparel, not clothing or wearing apparel, generally. .. . 
Objections, I notice, were raised by several witnesses in regard to the 
difficulty of fixing wages and prices for such articles as mantles, 
skirts, millinery and so on. I have no doubt there is great force in 


those objections, but it was never contemplated that the Board 
would fix prices for such elaborate articles of attire, but there are 


1 Report of the Select Committee of the Legislative Council on the Factories and 
Shops Act, 1890, Amendment Bill. Minutes of Evidence, pp. 1-50. 


2 Ibid., Minutes of Evidence, pp. 49-60. #* Ibid., pp. 60-67. 


* Minutes of Evidence. 
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certain articles of tailoring done by women for which logs have 
already been fixed and worked with success for many years.' 


In view of the objections raised by employers to the 
wages boards and the rather hesitating support which 
the boards received from employees and government 
officials, and in view of the fact that four of the eleven 
members of the select committee, including the chair- 
man, had denounced the wages boards plan in the 
debates in Council, it is surprising that this committee 
in its report to Council retained in the bill the section 
providing for wages boards. This section was, however, 
greatly changed from the form in which it came from 
the Assembly and it must be said that it was much im- 
proved. The business men of the Council, having 
decided to accept the wages boards plan, proceeded to 
reshape the clauses along practical lines and it is quite 
possible that had these changes not been made the 
wages boards plan would have proved quite unwork- 
able. The committee reported on this part of the 
bill as follows: 

The balance of evidence is in favor of the appointment of a sepa- 
rate board for each trade, 7. e., clothing or wearing apparel, boots 
and shoes, and furniture. Each Board should consist of not more 
than five representing the employers, and not more than five repre- 
senting the employees, as may be prescribed. 

Each Board should be elected half by the employers and half by 
the employees. 

Employers to vote according to the average number of hands in 
their employ, including outside workers, and to be entitled to vote 
according to the class for which each factory pays registration fee, 
viz.: factories employing one to ten hands, one vote; eleven to 
thirty hands, two votes; thirty-one to sixty hands, three votes; 
sixty-one hands and upwards, four votes. 

All employees working in factories to be entitled to vote for four 
representatives. 

All outside workers to be entitled to vote for one representative. 

The Chairman should be elected by each Board, or failing agree- 
ment, by the Governor in Council. 

1 Report of the Select Committee of the Legislative Council on the Factories and 
Shops Act, 1890, Amendment Bill. Minutes of Evidence, p. 94. 
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Each Board should be for the whole colony and should fix the 
lowest prices, also the proportion of apprentices and improvers. 

Each board should have the power of deciding the hours of labor 
of girls, women and children, only. 


The bill with the amendments suggested was returned 
to the Assembly, which seemed willing to accept the 
changes relating to the wages boards. Inasmuch as the 
two houses could not agree in regard to the matter of 
permits to out-workers, the bill was not passed at this 
time but was retained by the Assembly until the follow- 
ing session. 

During the recess the bill was much discussed in the 
newspapers and from the political platforms. The 
Council was severely taken to task by Mr. Alfred 
Deakin for its refusal to require permits from the out- 
workers and was strongly defended by Sir Frederick 
Sargood. The Anti-Sweating League kept up a deter-. 
mined fight for the inclusion of this clause, but at a 
conference held between a committee of this organiza- 
tion and the Legislative Council Committee it was 
agreed to substitute for the system of permits a plan 
of registering the out-workers, — the register not to be 
open to the public. 

The bill was again introduced in the Assembly by 
Mr. Peacock at the 1896 session of Parliament and was 
passed by that house in exactly the same shape in which 


- it was left by the Assembly at the close of the preceding 


session. It was amended in the Gouncil by providing 
for the registration of the workers outside of the fac- 
tories and by adding “‘ bread-making or baking ”’ to the 
trades for which a special board was authorized to fix 
hours of employment and a minimum wage.? The 
amendments were at once accepted by the Assembly 


1 Report of Select Committee, p. iv. 


2 Parl. Debates, vol. 81, pp. 378-380. 
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and it received the Governor’s assent and became a law 
on July 28, 1896.! 

The principal features of the wages boards legislation 
thus established ? have already been described in the 
recommendations made by the Select Committee of 
the Council. The special boards were to be provided 
only for the clothing, boot, furniture and bread-making 
trades, there being a separate board for each trade. 
Each board was authorized to determine the lowest 
price or rate which might be paid to any person for 
performing the labor of manufacturing either inside or 
outside a factory. For factory work, piece-work prices 
or time wages or both might be fixed, but only piece- 
work rates were to be prescribed for work done outside 
factories. In fixing the rates of pay the board was to 
take into consideration the nature, kind and class of 
work and the mode and manner in which the work was 
to be done and any matter which might from time to 
time be prescribed. The board was also to determine 
the number or proportionate number of apprentices or 
improvers under the age of eighteen years who might be 
employed within any factory or work-room and their 
lowest rates of pay. 

The determinations reached by the board were to be 
published in the Government Gazette and were to go 
into effect in not less than fourteen days thereafter on 
the date specified. The determinations were to be 
posted in a conspicuous place at the entrance to the 
factory or work-room and a copy furnished to every 
person or firm giving out work to be done outside a 
factory. The payment of lower wages than those 
specified was punishable by fines which increased with 
repetitions of the offense. A third offense brought 
not only a heavy fine but required the Chief Inspector 


1 Parl. Debates, vol. 81, pp. 384, 730. * Section 15. 
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of Factories to cancel the registration of the factory or 
work-room. 

Each board was to consist of from four to ten members 
equally divided between employers and employees 
within the trade and elected by them. The members of 
the board were to elect a chairman, not of their own 
number, and in case they failed to agree on one, he was 
to be appointed by the Government. The chairman 
was to have the deciding vote in all cases where the 
board members were unable to agree. 

The act itself did not prescribe the mode of electing 
the representatives of employers and employees on 
the boards, but left this to be fixed by the Executive 
Council. Regulations were adopted on September 21, 
1896, providing that occupiers of registered factories 
subject to the special board determinations who had 
paid a registration fee of less than 21s. ($5.10) should © 
have one vote, those whose fees were 21 s. and less than 
42s. ($10.20) should have two votes, those whose fees 
were 42 s. and less than 63 s. ($15.30) should have three 
votes and those who had paid 63 s. or more should have 
four votes. 

The names of employees entitled to vote were taken 
from the lists which employers were required to furnish. 
If the workers outside factories exceeded one-fifth of the 
total number of employees in a given trade they were 
entitled to nominate and elect one of the five represen- 
tatives of employees; otherwise they voted with the 
employees engaged in factory work.' 

There were other excellent features of this Victorian 
Factories Act of 1896, some of which had already 
appeared in the laws of other countries, while others 
now found their way into legislation for the first time. 
But they do not concern us at this point. Taken as 


1 Regulations of Executive Council, September 21, 1896. 
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a whole, the act seems to have justified the state- 
ment of Chief Inspector Ord that it was “ probably 
the most advanced Factories and Shops Act in the 
world.” ! 


3. Extension of the Wages Boards System and its 
Struggle for Existence 


The framing of regulations and the preparation of 
electors’ rolls from the lists of names supplied by manu- 
facturers occupied nearly all of that portion of the year 
1896 which remained after the passage of the Factories 
Act. It was not until November 2, 1896, that an Order 
in Council was issued for the election of the first boards. 
A board of ten members (exclusive of the chairman) was 
provided for each of the following trades: (1) boots and 
shoes; (2) articles of men’s and boys’ clothing; (3) 
shirts; (4) all articles of women’s and girls’ under- 
clothing; (5) bread-making or baking.? 

The board for the furniture trade was not provided 
for at this time because it was discovered that if the 
board members were to be elected “‘ the Chinese could 
have elected the whole or a large majority of the repre- 
sentatives on such board.” * As such an outcome was 
not deemed desirable, Parliament was appealed to at 
the next session to amend the act so that the members 
of this board might be appointed by the Governor in 
Council. This change was accordingly made. 

The Bread-making Board was the first to be organ- 
ized and had no great difficulty in reaching a deter- 
mination, inasmuch as it did not have to work out a 
schedule of piece-work rates. The minimum wage in 


1 Report of the Chief Inspector of Factories, etc., for 1896, p. 3. 


2 Ibid., p. 7. 
* Report of Chief Factory Inspector for 1897, p. 5. 
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this occupation was fixed at 1 s. (24 cents) an hour and 
the determination became effective in April, 1897.! 

The (Men’s) Clothing Board met for the first time 
on January 26, 1897, and with peculiar fitness elected 
as its chairman Rev. A. R. Edgar, who had done so 
much to bring about this legislation. The work set for 
this board was an arduous one, for it had to fix not only 
time wages for men and women but to work out an 
elaborate schedule of piece rates. It was not until 
October 19, 1897, that the final determination was 
reached. It fixed 7s. 6d. ($1.80) per day as the 
minimum wage for adult males and 3 s. 4d. (81 cents) 
per day for adult females, with a sliding scale for appren- 
tices and improvers varying with age and experience. 
The piece-work rates numbered thousands of items and 
covered when printed thirty-five pages of closely printed — 
fools-cap. They were fixed (1) for males on order work, 
(2) for females on order work, (3) for females on ‘‘slop 
work.”’ 2 

The Boot and Shoe Board was organized on February 
11, 1897. For eight months the Board met at frequent 
intervals and on November 3d it fixed a minimum wage 
of 7s. 6 d. ($1.82) per day for adult males and 3 s. 4d. 
(81 cents) per day for females. When the determina- 
tion was published the manufacturers lodged a protest 
against its enforcement, on the ground that the high 
minimum rates would disorganize, industry, ruin the 
export trade and lead to wholesale dismissals. Parlia- 
ment being in session, it was decided to insert a clause 
in the bill amending the Factories Act so as to give the 
Governor in Council power to suspend the determina- 
tion of any Board for a period not to exceed six months.’ 


1 Report of Chief Factory Inspector for 1897, p. 5. 2 Ibid., p. 6. 


3 Report of Select Committee of the Legislative Council on the Factories and Shops 
Amendment Bill, 1897, pp. iii-iv. 
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The Government then suspended the determination in 
the boot trade and referred the matter once more to the 
Board. The Board thereupon reduced the minimum 
wage for males to 6s. 8d. ($1.62) for clickers and 
6s. ($1.46) for all others. The piece rates were not 
reduced, which meant that they would seldom be 
paid. This, thought the Chief Inspector, meant that 
the “safe-guard of the old and slow workers was 
removed.” 

The Board to fix the rates of pay for workers engaged 
in the manufacture of shirts, collars, cuffs, etc., met at 
intervals during the year 1897 but, owing to the diffi- 
culty of fixing piece-work prices, did not reach a 
determination until January, 1898. Much sweating 
was said to exist in this trade and the out-workers were 
eagerly awaiting the determination.' 

In the Women’s and Girls’ Underclothing Board 
many difficulties arose in connection with the fixing of 
piece-work prices and dissensions appeared among the 
members, so that after more than a year’s effort to come 
to an agreement the board resigned in May, 1898. 
Another board was appointed in August of that year 
and after nearly another year’s delay reached a deter- 
mination in June, 1899. ‘‘ There is no trade,” said Mr. 
Ord in his Report for 1898, “in which there is more 
sweating than in the manufacture of underclothing and 
the great delay which has through various circum- 
stances occurred in making a determination has been a 
great misfortune.” * Miss Tate, one of the inspectors, 
reported that the price paid for making underclothes by 
one of the large city warehouses was 1 s. 6 d. (363 cents) 
per dozen pieces. A woman could make one dozen 
pieces in a day of nine hours and out of this pay of 9 s. 


1 Report of Chief Inspector, 1897, p. 9. 1 Ibid., pp. 18-19. 
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($2.19) a week, she had to provide her own thread and 
pay for returning the goods to the warehouse.! 

The Furniture Board, the only one not elected, did 
not meet until February, 1897, but was able to reach a 
determination by March 24th. Altho the law required 
that in this trade both time and piece-work rates be 
fixed “‘ whenever practicable,” the Board did not fix 
piece-work rates but established a minimum wage of 
7 s. 6 d. ($1.82) for the important branches of the trade.? 
This benefited the European workers, but proved 
impracticable in the Chinese factories and led to con- 
sequences which will be later described. 

Postponing for the present the discussion of the results 
of the wage board legislation on the industrial and social 
life of the colony, we may say that three years of expe- 
rience with the wages boards system had been suffi- 
ciently successful to warrant the Victorian Parliament: 
in 1900 in not only continuing the experiment but in 
extending it to other trades. It would be far from true 
to state that the success of the experiment was gener- 
ally admitted. To many employers it appeared to be a 
heavy load on industry and even to some of the workers 
(the old and infirm) it brought suffering rather than 
relief. But viewed in the light of present knowledge it 
would be fair to say that the following statement made 
by Mr. Ord in his annual report for 1898 presented an 
adequate summary of the results of the system during 
the first several years: , 


With a full knowledge of the significance of the statement, I say 
I believe the system has been successful. I do not for a moment claim 
that the system is perfect, and propose immediately to point out 
defects. That it has to a large extent prevented the worst evils of 
free competition appears to me beyond a doubt.? 


1 Report of Chiet Inspector for 1898, pp. 18-19. 
2 Ibid., p. 10. 3 Ibid., pp. 4—5. 
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The Factories Act of 1896 was to continue in force 
only until January 1, 1900, unless Parliament was in 
session, in which case it was to lapse at the end of the 
session unless re-enacted by Parliament. In October, 
1899, Mr. Peacock introduced a bill to continue the 
act and extend its scope. This bill, after extended 
discussion and after being amended in several important 
particulars, became a law on February 20, 1900, to 
become effective on May Ist of that year. 

The principal changes made in the wages boards 
legislation by the Act of 1900 were (1) the addition of 
the business of a “ butcher or seller of meat” to the 
trades for which special boards were provided; (2) 
granting permission to the Government to provide a 
special board for any other trade ‘‘ usually or frequently 
carried on in a factory or work-room ”’ if either house of 
Parliament by resolution declared it to be expedient; 
(3) giving to the boards authority to fix ‘‘ the maximum 
number of hours per week for which such lowest wages, 
price or rate, shall be payable ’’ according to the nature 
or conditions of work; (4) giving the boards authority 
to fix rates of pay, higher than the minimum, for over- 
time; (5) providing that where a board fixed both time 
wages and piece-work rates in the same trade the piece- 
work rates must be fixed on the basis of what a man of 
average ability could earn on time wages; (6) providing 
that the determination of a special board should be 
applicable to every city or town and might be extended 
by the Governor in Council to any borough or shire or 
part of a shire; (7) providing that whenever it was 
proved to the satisfaction of the Chief Inspector that 
any person by reason of age or infirmity was unable to 
earn the minimum wage fixed by the board, the Chief 
Inspector might grant him a license for twelve months 
to work at a less wage (named in the license) and might 
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renew the license from time to time; (8) continuing the 
statutory minimum wage of 2 s. 6 d. for apprentices and 
improvers and making it a punishable offense to evade 
the provision by the exaction of a premium or bonus 
either directly or indirectly for engaging a female 
apprentice or improver in making articles of clothing 
or millinery. 

These were important amendments and they did 
much to give stability to the new mode of wage regula- 
tion. They were not adopted, however, without a 
struggle on the part of employers, especially those 
represented in the Chamber of Manufactures. Repre- 
sentations made by this body were to the effect that the 
factory acts were in many ways injurious to the trade 
and industry of the colony; that they were causing a 
scarcity of labor, were reducing the export trade of the 
colony and were not causing the increases of wages - 
which had been claimed.' 

The same objections were repeated in the debates on 
the bill in the Legislative Council. Very little evidence 
was submitted in support of the claims of the manu- 
facturers, and on the whole there was very little criti- 
cism of the effects of the previous legislation. Many 
members who were doubtful as to the advisability of 
extending the wages boards legislation to other trades 
were willing to admit that beneficial results had followed 
the 1896 act, and that sweating had been done away 
with, altho there were others whd claimed that this 
latter result was incidental to a return of prosperity 
and was not due to the regulation of wages. 

On the whole the most thoughtful speech on the bill 
was that made by Sir Henry Wrixon, who said apropos 
the proposal to have a Royal Commission investigate 
the workings of the act: 

1 Parl. Debates, vol. 93, p. 3004. 
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The real operation of the factory laws — their far-reaching effects, 
the way in which they will influence industry, the effects they may 
have on exertion, how far they may divert the energies of the people 
from a useful course — all these are things which you will not find 
out in two or three years, nor perhaps in ten or twenty years. The 
whole thing must be left to experience and no inquiry you can hold 

» now will give you the real lessons which only time and experience 
can teach with regard to factory legislation. ... The real opera- 
tions, the real effect of the State taking on itself to direct the industry 
of the people and to control their action in the minute manner in 
which this has been attempted, is a matter the result of which may 
not be seen, perhaps, in this generation. It will gradually wear 
itself out whether we like it or whether we do not. Whatever we 
may think, or whatever we may wish, certain results will follow, and 
those results can only be proved by experience. ... The only 
thing we can do is to try the experiment fairly, and as time goes on 
the results will be made clear gradually and then the community 
will be able to learn the lesson that experience has taught.' 


The objection most strongly urged against the amend- 
ments was that they proposed to extend the methods of 
regulation by wages boards to trades “ in which there 
has not been a single complaint with regard to sweat- 
ing.” 2 Fear was expressed that there was danger of 
introducing the theory of a minimum wage in industry 
which it was said was merely “ a return to the legisla- 
tion of the Middle Ages.” * 

The Government, however, was able to show that in 
asking for an extension of the wages boards system to 
other trades than those named in the 1896 act it had 
acted in response to requests not only from working- 
men but from employers, — some of them employing 
a considerable number of workingmen. Thus in the 
cigar-making trade, eight out of nine manufacturers 
with £50 licenses and 29 having £5 licenses had asked 
for a special board to fix a minimum wage for their 
trade. Seventeen employers in the harness and saddlery 
trade had signed a petition in favor of a board on 


1 Parl. Debates, vol. 93, p. 3011. 


2 Ibid., p. 3012. 3 Ibid., p. 3007. 
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account of the disorganized condition of the trade. 
Thirty-four employers in the marble masons’ trade 
alleged that sweating existed in their trades and asked 
for a special board. Eighteen of the largest firms in the 
printing trade and thirteen employers in the tanning 
trade had asked for boards for their trades. On the 
side of the employees there was a petition from 269 men 
employed in saw-mills asking that a board might be 
appointed to consider their case.! 

Sir Frederick Sargood, who still led the Opposition in 
the Legislative Council and who, it will be remembered, 
derided the wages board idea in 1895 as impracticable, 
tho still very critical of the new legislation, acknowledged 
that a “considerable amount of good has arisen” 
from the Act of 1896 and said that there were many 
employers who were asking for boards for their trades. 


He said: 


It is within my own knowledge, apart from the information that 
the Solicitor-General has read, that there are a large number of 
trades that, rightly or wrongly, believe that it would be to their 
interest — and I am speaking now more of the employers than the 
employees — to come under the Factories and Shops Act. At 
present they are at sixes and sevens; they believe that it will be 
fairer if all, large and small, are put on the same footing.’ 


The Act of 1900 carrying the amendments above 
described was enacted for a further period of two years. 
Parliament insisted, however, in coupling these amend- 
ments with another one which provided for the appoint- 
ment of a Royal Commission td inquire into the 
operation of the Factories Act and to report to Parlia- 
ment. The Victorian Chamber of Manufactures had 
asked that such an investigation be made before the 
factory laws were re-enacted. 

Parliament acted quickly in response to the powers 
given by the act of 1900 and provided during that year 


1 Parl. Debates, vol. 93, p. 2992. 2 Ibid., p. 2998. 
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boards for 21 trades in addition to those already covered 
by the Act of 1896. As many of these, such as the 
carriage, printing, engraving and jewelry trades, could 
not be suspected of being sweated trades, it was obvious 
that a great change in the principle of wage regulation 
had been introduced by the Act of 1900. 

The Royal Commission to inquire into the operation 
of the Factories and Shops Act was appointed by the 
Governor in Council on June 18, 1900. It was com- 
posed of twelve members, headed by the Hon. Alex- 
ander Peacock and having as one of the members Sir 
Frederick Sargood. Before it had accomplished any 
important work the elections of 1900 occurred. Sir 
Frederick Sargood and four other members were not 
returned to Parliament and therefore ceased to be 
members of the Commission. Mr. Peacock and one 
other member resigned from the Commission, which 
was reconstituted in 1901 with Hon. A. R. Outtrim as 
President. The Commission took voluminous evi- 
dence during the years 1901 and 1902 and visited other 
colonies to investigate the workings of compulsory 
arbitration and early-closing acts. Its report was not 
ready when Parliament met in May, 1902, and the 
Government, then headed by Sir Alexander Peacock, 
was preparing to submit a motion to continue the Fac- 
tories and Shops Act for a further period of time in 
order to permit the Royal Commission to complete and 
submit its report. Before this could be done, however, 
a vote of no confidence had been taken and passed in the 
Legislative Assembly. The Ministers thereupon re- 
signed and a new Government was created under the 
leadership of Mr. W. H. Irvine. 


1 Report of Royal Commission appointed to Investigate and Report on the Opera- 
tion of the Factories and Shops Law of Victoria, 1903. (Introductory letters.) 


2 Parl. Debates, vol. 100, pp. 3-4. 
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The year 1902 marks a crisis in the history of the 
wages boards in Victoria. The country was experienc- 
ing a business depression, in part at least the conse- 
quence of a drought. There was much unemployment 
and complaiuts were made that the fixing of high 
minimum wages was responsible for the unemployment. 
The country districts were concerned lest the principles 
of a minimum wage and of a reduction of hours should 
be applied to the rural industries.'. Industrial distur- 
bances caused by the awards of the wages boards in the 
fell-mongering and brush industries had also caused 
hostile criticism of the wages boards. 

The Fell-Mongers Board which had been authorized 
by a resolution of Parliament dated October 11, 1900, 
was duly elected on March 19, 1901. Shortly after 
the board meetings began, the employers’ representa- 


_ tives resigned in a body because a resolution had been . 
carried in the board meeting fixing the usual hours of 


work at 48 per week. It was pointed out to the em- 
ployers that it was impossible to say what effect this 
would have on the trade until the wages had been deter- 
mined. The chosen representatives would not recede 
from their position; neither would other employers 
come forward to take the places of those who had 
resigned. Under the circumstances the Governor in 
Council on June 11, 1901, appointed five persons from 
outside the trade to represent the employers. The 
board thus constituted reached a determination which 
came into force on August 2, 1901. The employers in 
the trade took strong objections to the determination 
reached in this way and appealed to a Supreme Court 
Judge for a rule nisi to quash the determination on the 
following grounds: (1) That the persons who purported 
to have been appointed, without election, by the 


1 Parl. Debates, vol. 100, pp. 13-14, and elsewhere. 
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Governor in Council, were not and could not be repre- 
sentatives of the employers under the Act; (2) that the 
Board had no jurisdiction to fix prices or rates for watch- 
men; (3) that the limitation of one apprentice or im- 
prover to every eight workmen was unreasonable; 
(4) that the Governor in Council had no power to ap- 
point one special board for fell-mongers, or wool- 
scourers, or tanners of sheepskins. The Court’s 
decision was in favor of the Crown on every point except 
the second, where it was decided that the board had 
exceeded its jurisdiction. This decision was given on 
September 7, 1901. The majority of the employers 
then closed their establishments and the employees 
were thrown out of work. The men nevertheless were 
determined to uphold the determination and did not 
ask the Government to alter it in any way. After a 
time some of the yards resumed operations but others 
continued idle.t This was the situation when Parlia- 
ment convened. 

The trouble in the brush industry concerned only 
asingle employer. Mr. Laurence Jones, a brush manu- 
facturer who had come from England about the year 
1900, had established a factory at Heap-Lane, Mel- 
bourne. He expended about £3000 for machinery and 
employed about fifty females in his establishment. He 
claimed that he taught these women their trade and 
paid them from 17 s. ($4.13) to 20s. ($4.87) per week, 
“with which they were perfectly satisfied.”’? Mr. 
Samuel Mauger, Secretary of the Anti-Sweating League, 
maintained that an investigation showed that the 
earnings of the women in this factory ranged “‘ from 7 s. 
($1.70) to 9s. ($2.19) a week to do what was really 


men’s work.” * 


1 Report of Chief Inspector for 1901, pp. 23-24. 
2 Letter from Laurence Jones, Parl. Debates, vol. 100, p. 275. 
3 Letter to The Age, quoted in Parl. Debates, vol. 100, p. 775. 
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The employers in the other brush factories asked for 
a wages board which, on being elected, fixed the wages 
at 45s. ($10.94) a week for “ all persons employed at 
bass and hair pan work.” This work consisted of 
making heavy brooms, such as are frequently used in 
cleaning streets, and the Board apparently thought 
that women should not be employed in this branch of 
the work. Mr. Jones protested against the deter- 
mination and induced his employees also to protest, 
but the Board would not alter its determination and the 
Minister of Labor, Mr. Murray, would not refuse to 
gazette it. Mr. Jones, thereupon, removed his business 
to Tasmania, which at that time had no legislation 
regulating wages.! 

The new Government at once assumed a hostile 
attitude towards the wages boards legislation. Mr. 
Irvine, the Premier, declared that the Factories and ~ 
Shops Act was “ practically strangling industries which 
were in a very flourishing condition before the Act was 
passed,” and, he continued, ‘ I refer more particularly 
to the fell-mongering business.”’ * 

The new Minister of Labor, Mr. John Murray, had, 
prior to his acceptance of a ministerial position, in his 
speech on the no-confidence motion on June 3d, 
expressed his opinion of the wages boards in these 
words: 


While the Factories Act is in itself inherently good, the admin- 
istration of that act has been infernally bad, and it is the bad 
administration of a good act that has conduced so much to the 
unpopularity of the measure. Who is responsible for that admin- 
istration? Why the Premier [Mr. Peacock] himself. The wages 
boards have done more to wreck factory legislation in the minds of 
the people — and the determinations of these boards, it must be 


1 Parl. Debates, vol. 100, pp. 775-777. It would be interesting to know what Mr. 
Jones has done since Tasmania has enacted wages boards legislation. 


2 Parl. Debates, vol. 100, p. 19. 








134 QUARTERLY JOURNAL OF ECONOMICS 


remembered, have been approved of in every instance by the 
honorable gentleman who administers the act — than anything in 
the Factories Act itself.! 


A few weeks later Mr. Murray, as Minister of Labor, 
had to move the continuance of the Factories Act, 
including the existing wages boards, for another six 
months and was obliged to endure considerable “‘ chaff- 
ing” from Sir Alexander Peacock, now leader of the 
Opposition, for his apparently sudden conversion.’ 

Altho there was little resistance to the passage of 
the Continuation bill in the Assembly, it was made 
the object of bitter attack in the Council. While the 
opponents of the wages boards would not declare that 
they would refuse to vote in favor of a continuation of 
the Factories Act, they succeeded in postponing from 
week to week a vote on the measure, claiming that the 
report of the Royal Commission would soon be ready 
and that there would be time enough to prepare a new 
bill based on the information supplied by the Com- 
mission. In the meantime the long pent-up feeling 
against the wages boards had an opportunity to vent 
itself in the debates. The friends of the wages boards 
in the Council were either too timid to make reply or 
considered that it was best not to delay a vote on the 
measure by attempting to answer the charges made 
against it. Members from the country districts 
suffering from the drought expressed the fear that 
capital was being driven out of the country by the 
wages board determinations. The occasion for this 
fear was the closing of the fell-mongering establish- 
ments, which made it necessary to send sheepskins out 


1 Parl. Debates, vol. 100, p. 58. When I was in Melbourne in the early part of 1912, 
Mr. Murray was Premier of Victoria. In a conversation which I had with him he ex- 
pressed the opinion that the wages boards system was proving very satisfactory and that 
opposition to it had practically died away. 


2 Parl. Debates, vol. 100, pp. 89, 110. 
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of Victoria to be worked up.' Other speakers com- 
plained that the boards fixed the minimum wage so 
high that instead of benefiting employees it threw the 
weaker ones out of work. The Factories Act was said 
to be “ a law to crush out the weak.” ? Still others 
objected to “ the new religion — that unless a trade 
could give a man the highest possible amount of wages 
it ought not to be a trade at all, and ought to be sent 
elsewhere. This simply transferred the burden from 
our own State to our neighbors, because these trades 
must be carried on somewhere.” * 

One member complained that the wages boards 
system took the management of business out of the 
hands of employers and placed it in the hands of the 
chairmen of the boards, men who were “ not practical 
business men and very seldom knew anything at all, 
or at any rate knew very little of the particular business © 
they were asked to arbitrate upon.’ ‘ 

It was said that the workers had not received in- 
creased pay from the operations of the law, and in- 
genious arguments taken from a pamphlet published 
by the Victorian Employers’ Federation were used to 
show that the working classes could not benefit by such 
legislation. According to the writer of this pamphlet, 
the minimum wage, if applied to an over-supplied 
labor market “ inevitably leads to selection amongst 
the operatives”; if based upon the earning power of 
workmen of average skill it means that ‘“ the man 
below the standard must be discharged ” ; acting in a 
~aarket where labor is scarce “it is unnecessary, as 
wages then rise by the operation of the law of supply 
and demand.” * 

1 Parl. Debates, vol. 100, p. 369. 3 Ibid. 

2 Ibid., p. 641. * Ibid., p. 713. 

5 Quoted in Parl. Debates, vol. 100, p. 774. 
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Not only the theory of the minimum wage came in for 
severe criticism in the Council but its administration 
was roundly scored. ‘‘ One of the most prominent 
citizens’ of Melbourne was quoted with approval as 
saying that the Factories Act was “ being administered 
by an honest, energetic, well-meaning mono-maniac.”’ ' 
The Chief Inspector, Mr. Harrison Ord, was the gen- 
tleman thus characterized. 

Altho urged in a half-hearted way by the Solicitor- 
General to hasten the passage of the continuation act, 
and altho informed by members of the Royal Commis- 
sion that their report would not be ready for some time, 
the Council continued its policy of delay by postponing 
the time for a vote until September 10th, when Parlia- 
ment was prorogued. Since the Factories Act lapsed 
with the end of the session of Parliament unless renewed, 
the State of Victoria suddenly found itself without any 
factory legislation except the antiquated and partially 
repealed statute of 1890. All the determinations of 
special boards ceased to have any legal effect at the 
same time. 

The majority of the employers who had been working 
under wages boards’ determinations did not take advan- 
tage of the lapse to reduce wages or otherwise to alter 
conditions. This was cited by the friends of the boards 
as evidence against the claim that the determinations 
were hampering industry. 

The prorogation of Parliament was followed by its 
dissolution. The general elections resulted in a con- 
tinuation of the Irvine Government and when Parlia- 
ment again met that Government immediately brought 
in a bill for the revival of the Factories Act. 

The bill was vigorously debated in both houses and 
the wages boards were attacked even more bitterly than 


1 Parl. Debates, vol. 100, p. 895. 
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at the preceding session. Aside from a strong speech 
made in their behalf by Sir Alexander Peacock, little was 
said in their favor. The opponents of the boards had 
gained boldness by the lapse of the determinations and 
were now willing to declare openly that they should not 
be revived. ‘“‘ The wages boards are dead and buried,” 
declared one speaker, ‘“‘ and the cry on the part of some 
people is that it would be well to let them remain 
buried and not re-enact the wages boards sections of 
the Act.’’ ! 

A new argument against the boards was that at the 
time the act providing for them was enacted there was 
no union of the Australian colonies. ‘‘ Now that we 
have federation,” it was said, ‘“‘ and have to compete 
with the other states of Australia, we should not be 
placed at a disadvantage in the competition by any 
restriction on trade such as the wages boards.”’ * 

Finally, after the Legislative Council had succeeded 
in having certain important amendments adopted, the 
Factories and Shops Continuation Act of 1902, which 
continued the act until October 31, 1903, and revived 
all but one of the determinations of special boards 
made prior to July 16, 1902, was passed and came into 
force on December 5, 1902. The amendments to the 
act made by the Council were far-reaching and had 
serious consequences. 

The Fell-Mongers’ Board and the determination 
which it had made were not revived, but a new board 
was created. This and all other boards which had not 
completed their determinations were made subject to 
the restriction that no determination should be gazetted 
unless it had been reached by at least two employers 
voting with the employees or two employees voting 
with the employers. The power of the Chairman to 


1 Parl. Debates, vol. 101, p. 243. 2 Ibid., p. 282. 
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vote was taken away. The Carriage Board was abol- 
ished. No new wages boards might be constituted 
and no determinations of any board might be extended 
to any shire.! 

The amendment which took away from the Chairman 
the power to cast the deciding vote and made necessary 
some form of mutual agreement between employers and 
employees if a determination was to be reached, had a 
paralyzing effect upon the boards then in existence 
which had not yet made a determination. Only one 
of the eight, the Leather Goods Board, was able to 
reach a determination. This Board had about con- 
cluded its work when the prorogation of Parliament had 
caused a suspension of its activities and its determina- 
tion would doubtless have been carried by a unanimous 
vote.2. Under the circumstances it was not difficult 
to arrive at a determination when the Board was re- 
vived. The other seven boards, however, failed to 
accomplish anything. In one instance a representative 
of the employees resigned and no successor was elected; 
in another case the employers’ representatives refused 
to vote, while in the remaining cases the chairmen were 
obliged to report that there was no prospect of an 
agreement being reached and the boards adjourned 
indefinitely .* 

There were at the close of 1902 twenty-nine boards 
whose determinations had been reached prior to the 
lapse of the acts and which had been revived by Parlia- 
ment. Through a mistake in the wording of the act, 
however, no way had been provided for amending or 
altering a determination and this was proving embar- 
rassing, for trade changes frequently made alterations 
necessary.‘ 

1 Report of Chief Inspector for 1902, p. 4. 


2 Ibid., p. 35. 3 Ibid., pp. 34-36. * Ibid., p. 12. 
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The long-delayed Report of the Royal Commission 
Appointed to Investigate and Report on the Operation 
of the Factories and Shops Law of Victoria was com- 
pleted in February, 1903, and presented to Parliament. 
The Commission had not limited its investigations to 
Victoria, but had visited other Australian states and 
New Zealand to study the operation of their laws. The 
investigation seems to have been a careful one and to 
have been conducted in no partisan spirit. 

With reference to the wages boards the Commission 
declared that “ despite grave abuses made by the boards 

. it may be conceded that they have effected a 
good deal of useful work in connection with the deter- 
minations.”! The chief defects in the boards’ work 
discovered by the Commission were (1) that the chair- 


man usually had no technical knowledge of the trade, 


altho it was by his casting vote that decisions on any 
doubtful point were commonly made; (2) that the 
boards had no power to call for and take evidence on 
oath, or to examine books and records in any business; 
(3) that decisions reached oftentimes by a close vote 
were not subject to review by an independent tribunal; 
(4) that the law did not provide for granting permits 
to “ slow and unskilful workmen,” as it did for old and 
infirm workers.” 

The Commission admitted that many of the em- 
ployers who gave evidence looked with critical eyes 
upon the wages boards, saying that they had made very 
serious mistakes which tended to hamper and restrict 
industry, such as fixing the minimum wage too high, 
unduly restricting the number of apprentices and 
improperly regulating over-time and piece-work. Great 
stress was laid by these employers on the fact that 


1 Report of the Royal Commission, p. xxxii. 


2 Ibid., pp. xxxi-xxxvi. 
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determinations had been reached by the casting vote 
of chairmen, who did not give proper consideration to 
the wage increase which industries could bear but were 
governed by what they considered to be “‘ the cause of 
humanity ” and when a doubt existed gave the benefit 
to the wage earner. 

To satisfy themselves as to the truth of these allega- 
tions, the Commission investigated the conditions in 
all trades (11 in all) in which a determination had been 
in force long enough for the results to have become 
known. It was found that while mistakes had been 
made in the first award in the boot industry and in the 
awards in the printing and wood-working industries, 
on the whole the evil effects of wages boards’ deter- 
minations had been greatly exaggerated in and out of 
Parliament. The export trade of all the industries 
which had an export trade at the time the board deter- 
minations went into effect had shown a substantial 
gain. The number of employees had not diminished 
except in the trades where much machinery had been 
introduced, altho the European furniture trade had 
shown no marked increase. Sweating, it was declared, 
had practically disappeared.' 

The Commission concluded its report on the work of 
the wages boards by stating that while the evidence 
showing that serious errors had been made by the 
boards 
has to be admitted, we recognize that there cannot, in the circum- 
stances of the time be any return to the old conditions of freedom 
of contract in factory labor. The well-being of thousands of wage 
earners with thousands of others dependent on them, rests on a 
humane, well-conceived, and properly administered law for the pro- 
tection of this kind of labor. It is clearly our duty, therefore, not 


to destroy the good work already done in the cause of humanity and 
justice, but to so modify and correct defects which experience has 


1 Report of the Royal Commission, pp. xxxv-lx. 

















WAGES BOARDS IN AUSTRALIA 141 


shown to exist that the best principles of our factory legislation may 
be maintained and extended, altho in a different form.! 

The members of the Commission had been greatly 
impressed with the New Zealand Conciliation and 
Arbitration Act, which despite certain admitted defects 
the Commission declared to be “ the fairest, the most 
complete and the most useful labor law on the statute 
books of the Australian states.’”’? They therefore 
recommended the adoption of this system in Victoria, 
with such modifications as experience had shown to 
be needful. Other and less radical changes in the 
Factories Act were also recommended. 

Parliament seems to have been very little impressed 
by the recommendation of the Royal Commission that 
the system of compulsory arbitration be substituted 
for the wages boards. When it reassembled in Sep- 


tember, 1903, the Government introduced a bill to: 


continue the Factories Act indefinitely but proposed 
several important amendments to the wages boards 
plan. The Minister of Labor, Mr. Murray, who intro- 
duced the bill and who, it will be remembered, showed 
no enthusiasm for the boards in 1902, now said that he 
did not think the New Zealand laws had proved satis- 
factory * and that the Victorian ‘‘ system of an arbitrary 
fixing of a minimum wage is a provision I am prepared 
to defend, as against all other propositions that have 
been made, or against all systems that are in operation 
elsewhere.” * He presented statistics which showed 
that the growth of those industries which were under 
the wages boards plan had been fully as great as that of 
the trades not included, so that there was no truth in the 
oft-repeated assertions that the wages board system was 
preventing the growth of industry.*® 


1 Report of the Royal Commission, p.Ixv. * Parl. Debates, vol. 105, pp. 45, 52. 
2 Ibid., p. xxiii. 4 Ibid., p. 46. 
5 Ibid., pp. 47-50. 
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The debate on the continuation bill was very lengthy 
and the wages boards were defended by most speakers 
on both sides in the Assembly. There was doubtless 
truth in the statement made by one speaker that some 
members favored the wages boards because they feared 
that if they were not continued a “ worse system ” 
(compulsory arbitration) would soon follow.'! 

In the Council the wages boards were attacked with 
the usual vigor. They were said to have obstructed 
commercial progress, driven money out of the country, 
brought about a great loss of population, thrown the 
inferior workers out of employment, prevented the 
youth of the country from learning trades, brought all 
workers down to the same level, made the minimum 
wage the maximum and destroyed the ability and enter- 
prise of individual workers.? On the other hand it was 
said that they had not prevented sweating nor put an 
end to strikes.’ 

There was little evidence brought forward to sustain 
these allegations but they served to show the uncom- 
promising attitude on the part of many members of the 
Council. A fair sample of the arguments made in the 
upper house is contained in the following statement 
made by N. Levi. He was 


entirely opposed to the wages boards system. The Supreme Being 
and Creator of mankind, who decreed that all human creatures 
should work for their living, allowed them their free will to accept 
whatever remuneration they were disposed to take for their services 
and never meant that they should be prevented by human laws 
from taking whatever wages they saw fit.‘ 


The Council proceeded to pass an amendment to the 
bill which limited the scope of the boards’ determina- 


tions to females of any age and to males under the age of 
21.5 When news of this action reached the ears of the 


1 Parl. Debates, vol. 105, p. 691. 3 Ibid., p. 677. 
2 Ibid., pp. 668-685. ‘ Ibid., p. 666. 
5 Ibid., p. 758. 
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Ministers and of the outside public, such a storm of 
opposition was created that the Council decided to re- 
commit the bill to the committee where the objection- 
able amendment was cut out. The Council however 
insisted on amendments which took away from the 
wages boards their power to limit the number of inden- 
tured apprentices in any trade and which required that 
in the future no new boards be constituted without the 
consent of both houses of Parliament. Finally, the 
Council refused to make the Factories Act a permanent 
one but limited its duration to December 31, 1905. 

In view of the open hostility to the wages boards in 
the Council and in view of the fact that practically no 
one in that house supported them in debate, it may 
cause surprise that the bill for the continuance of the 
Factories Act was allowed to pass at all. The explana- 
tion may be, in part, that changes had recently been- 
made in the mode of selecting members for the Council 
whereby it became much more of a representative 
Chamber. The public meetings held to uphold the 
wages boards legislation and to express disapproval 
of the Council’s attitude thereto probably caused some 
members uf that body to feel that they were not voicing 
the views of their constituents. This, together with 
the fact that the Council was able to incorporate several 
important amendments in the bill, led to the decision 
to continue the wages boards.' Altho still a temporary 
measure, the Factories and Shops” Act with its provi- 
sion for establishing a minimum wage in industries had 
successfully passed its crisis and in 1905 there was little 
difficulty in having the act made a permanent one. 

1 An influential factor was the speech of Sir Henry Wrixon, whose opinions were 
held in much respect by the Council. At a critical stage in the consideration of the 


bill he took the floor and urged that the bill be passed in spite of what he was willing 
to admit were its defects. 
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4. Growing Popularity of Wages Boards in Victoria 


The Factories and Shops Act of 1903 in Victoria 
introduced the following changes in the wages boards 
legislation. (1) The amendment to the law in 1902 
whereby two employers’ representatives must vote with 
the employees or two employees’ representatives with 
the employers in order to reach a determination was 
repealed and the right to cast the deciding vote in case 
of a tie was restored to the Chairman. (2) A Court of 
Appeals was created to pass on cases in which either 
employers, employees, or the Minister wished to take an 
appeal from the decision of a board. The Court was to 
consist of a Supreme Court Judge, aided, if he so de- 
sired, by two assessors, representing both the conflict- 
ing interests, to give the judge advice on technical 
points. The assessors, however, were not given the 
right to vote. (3) New special boards might be created 
if the resolution authorizing them were adopted by both 
houses of Parliament. (4) Special boards were no 
longer to place limitations on the number of apprentices 
in any trade or business. (5) The Chief Inspector was 
empowered to grant permits to ‘‘ slow ’’ workers as well 
as to old and infirm ones and on the same conditions. 
(6) The boards might, if they saw fit, fix the special 
wages or rates at which old, infirm or slow workers 
might accept employment. (7) In reaching a deter- 
mination as to the minimum wage or price to be paid 
to any worker each special board was instructed to 
ascertain the average wage or price ‘“‘ paid by reputable 
employers to employees of average capacity’ and to 
fix the minimum wage or rate no higher than such 
average. If the board believed that the average was 
too low to serve as a minimum it might refer the matter 
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to the Court of Appeals. (8) The Minister was given 
power to nominate the members of any special board 
and unless one-fifth or more of the employers or em- 
ployees respectively objected within twenty-one days 
to the persons nominated to represent them, the persons 
nominated might be appointed members of the board by 
the Minister. If one-fifth of the employers or em- 
ployees did object, an election was to be held the same 
as hitherto. 

This last amendment was one which received the 
strong indorsement of Sir Alexander Peacock, leader of 
the Opposition. Sir Alexander has always favored the 
appointment rather than the election of the board 
members. His reasons are well set forth by the follow- 
ing extract from his speech on the adoption of the 
amendment. He said: 


I am confident that the great defect that has arisen in connection - 
with our wages boards is owing to the fact that the representatives 
on the respective sides, before they are elected at all, have made 
pledges as to what they would do when they came to deal as jurymen 
with questions to which they should give the fairest attention, 
recognizing all interests; and then having made those pledges the 
questions that come before them are pre-judged before any evidence 
is taken. ... We know that candidates for election to the wages 
boards have canvassed for votes, and have pledged themselves to 
ask for certain rates of wages, and that on the other side the em- 
ployers’ representatives have pledged themselves beforehand to 
insist on the wages being as low as possible. That was all done 
before any evidence was taken to determine what the proper rates 
were. For three years we tried that system and my experience in 
administering the act was exactly what I have said.' 


In August, 1905, the Government introduced the bill 
to consolidate and make permanent the nine existing 
laws relating to factories and shops. No changes were 
made in the laws themselves. In introducing the 
measure the Minister of Labor called attention to the 


1 Parl. Debates, vol. 105, pp. 116-117. 
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fact that in 1896, the year when the wages boards plan 
was introduced into legislation, the number of workers 
registered in factories was 40,814; in 1904 it was 
60,977.: He said: 

If these figures prove anything, I think that they prove that the 
laws relating to factories have not in any way impeded the progress 
of trade in this country. I think those figures also prove the 
efficacy and great advantage of having these industrial laws in the 
State. No doubt, in the early history of these Acts, there was very 
considerable friction in connection with the position of employer 
and employees. I think I am correct in stating that the Acts are 
now working smoothly, and that a much better feeling exists — 
almost the best of feeling — between both sides, and that the em- 
ployers as well as the employees are thoroly well satisfied with 
the law as it obtains at present. I think that the hostile mood that 
was apparent in the early history of these Acts has disappeared, and 
that there is every prospect of success in connection with our indus- 
trial legislation.’ 


The early passage of the consolidating bill through 
both houses of Parliament gave evidence of the truth 
of the Minister’s statement. The debates on the 
measure were very brief. Most of the speakers praised 
the acts for having prevented sweating and strikes and 
for improving the relations between masters and men.’ 
Some little muttering of discontent was heard from 
those members who claimed that the acts were still in 
the “ experimental ” stage and should therefore not be 
made permanent, but this was but the lingering echo of 
the storm of opposition which had nearly swept the acts 
away in 1902-03.‘ When the time came for a vote the 
bill to consolidate and make permanent the existing 
factories legislation passed in both houses without a 
division. 

Since 1905 no fundamental changes in the wages 
boards legislation have been made in Victoria, but the 


1 Parl. Debates, vol. 110, p. 906. * Ibid., vol. 111, pp. 1608-1612. 
2 Ibid., p. 906.  Ibid., p. 1611. 
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powers of the boards have been steadily increased. 
The provision in the 1905 act by which every board was 
instructed to ascertain the average wages “ paid by 
employers to employees of average capacity ’’ was found 
to be unsatisfactory and to hamper the work of the 
boards. It was accordingly repealed in 1907.! In 
1909 Parliament provided that District Boards might be 
appointed in the mining industry instead of one board 
for the entire State and that any district board might 
make its determinations apply to any part of such dis- 
trict as it saw fit. At the same session of Parliament 
power was given to the Governor in Council to authorize 
the boards to take into consideration in fixing the lowest 
rates of pay. the following matters: (a) the place or 
locality where the work was to be done; (b) the hour 
of the day or night when the work was to be performed; 
(c) whether more than six consecutive days’ work was. 
to be done and to fix special prices or rates for work 
done on Sundays or holidays; (d) the time of beginning 
and ending work upon each day and the special rate of 
pay for work done at any hours other than those fixed 
for any day; (e) whether the work was casual, 7. e., for 
less than a day.” 

At every session of Parliament since 1905 resolutions 
have been carried in both houses for the appointment 
of new wages boards, until at the close of 1913 there 
were in existence or authorized 134 special boards in 
as many trades or occupations. ‘The Chief Inspector 
estimated that about 150,000 workers had their mini- 
mum rates of pay determined by such boards. Not 
only has the number of trades for which boards are 
provided continued to increase but their scope has 

1 Report of Chief Inspector for 1907, p. 3. 


2 Report of Chief Inspector for 1909, p. 4. 
3 Report of the Chief Inspector for 1913, p. 6. 
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constantly widened. The idea that the boards were to 
operate only in the sweated trades has long been 
abandoned. No longer is the board plan of wage 
regulation limited to manufacturing industries. As- 
phalters, bill posters, bread carters, carpenters, coal 
miners, commercial clerks, dressmakers, electroplaters, 
factory engine drivers, gold miners, furniture dealers, 
gardeners, grocers, hotel employees, livery-stable 
employees, milliners, night-watchmen, office-cleaners, 
quarrymen, shop assistants (retail clerks), sorters and 
packers, tea packers, timber-fellers, tuck-pointers and 
many other classes of employees have their minimum 
wages and maximum hours fixed by such boards.' 

In some industries and occupations two boards are 
appointed, one for the metropolitan area (Melbourne 
and suburbs) and the other for the country districts. 
Thus there are the flour board and the country flour 
board, the printers’ board and the country printers’ 
board, the country shop assistants’ board, etc.2 No 
effort has as yet been made in Victoria to provide wages 
boards for distinctly agricultural callings. Doubtless 
the country prejudice against such legislation still 
survives. Nor has there been any effort to regulate 
the wages or hours of domestic servants by means of 
such legislation. But practically every other field of 
industry has been invaded and Mr. Alfred Deakin’s 
prediction, made in 1895, that “‘ one day or other these 
boards will be established in every trade’ comes well- 
nigh realization within the life of that gentleman. 


M. B. Hammonp. 
Onto State UNIVERSITY. 
1 The full list of boards is given in the Annual Report of the Chief Inspector of 


Factories. 
2 Report of Chief Inspector for 1913, p. 6. 
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SPECIFIC PRODUCTIVITY 


SUMMARY 


The argument for productivity as the determinant of distributive 
shares, 149. — Preliminary criticism, 151.— The main argument for 
specific productivity rests upon a truism, 152. — The impossibility of 
isolating specific productivity, 155. — The mathematical error in the 
method of isolating specific productivity, 158.— The two schools of 
value theorists, 162. — The psychological theory of value; a safeguard 
against the dangers in productivity reasoning, 163. — The surrender of 
the social implications of the productivity thesis, 166. — The element of 
truth in the specific productivity concept, 168. — Conclusion, 174. 


Economics is no longer the dismal science. Since 
the days when the wage fund and the principle of popu- 
lation were combined to deprive the wage earners of 
hope, enormous strides have been taken in the formula- 
tion of an economic theory which is both more hopeful 
and more correct. The revolution which has taken 
place within the field of economics is comparable to 
that effected by Darwin in the hypotheses of biology. 
In accomplishing this revolution in economic thought 
few men, if any, have rendered greater service than 
Professor J. B. Clark. Yet one important part of his 
work has tended to enslave us by a belief only less 
dismal than those which have been discarded. This 
is his doctrine of “ specific productivity.” ! 

Professor Clark’s thesis? is that even among the 
complexities of modern industry a laborer creates a 


1 The Distribution of Wealth, 1899. The doctrine has been reaffirmed in The 
Essentials of Economic Theory, 1908. 

2 “ The specific productivity of labor fixes wages — this is the thesis that is to be 
supported in this volume. Ascertain how large a product is to be attributed to a single 
unit of labor that is employed in raising wheat, making shoes, smelting iron, spinning 
cotton, etc., and you have the standard to which the pay of all labor tends to conform. 
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product which is specific and distinguishable; that in 
static conditions he secures exactly this product as his 
reward; and that in dynamic (actual) conditions a 
fundamental law is at work, — its effects modified to 
be sure by dynamic change, — but tending constantly 
to secure for the laborer his full product as his reward. 
In the working of this law Professor Clark descries a 
great principle of justice. He holds that except as 
dynamic change sets interfering forces at work our 
modern industrial society is rewarding every man 
according to his deserts. It is a new doctrine of 
economic harmonies, and it aims to establish the 
justice and honesty of society. 

Professor Carver! has shown in conclusive fashion 
that Clark’s views as to the justice of society do not 
follow from his thesis of specific productivity. Mr. 
J. A. Hobson? has questioned the “ dosing ’’ method 
of determining specific productivity; and Professor 
Davenport in his recent book, The Economics of Enter- 
prise, has directed a vigorous attack against the con- 
cept of specific productivity itself. But the belief that 
specific productivity acts in the determination of wages 
and interest is today widely held. It will be the en- 
deavor of the present writer to exhibit somewhat more 
completely what he regards as the fallacy of this thesis. 

The reasoning employed in the attempt to establish 
the productivity theory may be summarized in the 
following propositions: — 

1. A considerable amount of labor is employed in 
connection with “ no-rent ” (valueless ?) agents. 


In like manner does the specific productivity of capital fix the rate of interest. Ascer- 
tain how large a product is due to the presence of the single unit of capital in each 
industry, and you have the standard to which all interest tends to adjust itself... The 
Distribution of Wealth, p. 47. 

1 Quarterly Journal of Economics, vol. xv (Aug., 1901), p. 578. Cf. also Daven- 
port’s comment, — “ Carver has made this clear in his review of the work under con- 
sideration; nothing remains to be said.”” Value and Distribution, p. 440. 

2 The Industrial System, 1910, pp. 112-120. 
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2. A larger quantity finds employment in connection 
with the no-rent uses of superior agents and of agents 
which are on the point of being discarded. 

3. The whole product which results from the employ- 
ment of such labor is attributable to the labor. 

4. Such (marginal) labor receives this whole product 
as its reward. 

5. Other units of labor will necessarily have the same 
productivity as the marginal units if they are inter- 
changeable. 

6. These other units will be paid at the same rate as 
the marginal units. 

The conclusion is that throughout the whole field of 
industry the criterion for the payment of a unit of labor 
is the distinguishable or “ specific ”’ productivity of 
that unit. 

The last of these propositions it will be unnecessary 
to discuss at any length. One might pause for some 
time on the first and second. It might be pointed out 
that in a static or frictionless condition neither of these 
will be true.!. Laborers may be employed in connection 
with agents which yield small rents, but if the rent is 
absolutely zero the agent will be discarded. The use 
of a no-rent or non-use-bearing agent is a contradiction 
in terms. Nor will an employer hire laborers to work 
in connection with superior agents if they add to his 
income only what he has in turn to pay over to them as 
wages. He may employ men when there is a very 


1 It is worth noticing that in order to show that labor is employed in connection with 
no-rent agents Prof Clark appeals to an illustration drawn from dynamic condi- 
tions. ‘“‘ There are mills and furnaces so antiquated, so nearly worn out, or so badly 
located that their owners get nothing from them: and yet they run.’ (Distribution of 
Wealth, p. 96.) But such conditions have no place in the ideal static state. There is 
plainly nothing to be gained by the employment of suck agents. In the static state 
they would clearly not be used. Even in the actual conditions of production business 
men are constantly on the qui vive to send to the scrap heap anything which it does not 
pay touse. There are, to be sure, cases (and plenty of them) where agents are continued 
in use when they not only do not yield a profit, but occasion an actual loss. But once 
this loss is detected the agent is discarded. 
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small amount to be gained by doing so, but when it is 
clear that the whole advantage which he gains must 
forthwith be surrendered to the laborer as a wage, he is 
likely to decline to enter into the contract. There is, 
therefore, no such large “zone of indifference” as 
Professor Clark would create;— no considerable area 
within which labor works in connection with the no- 
rent uses of capital. And if this area does not exist, 
Professor Clark’s method of disentangling the product 
of labor from the product of capital has in consequence 
no reality either.! 

These criticisms, if valid, would seem to dispose of the 
productivity theory. Not yet, however, have we really 
reached the heart of the matter. The third, fourth, 
and fifth propositions are the ones which call for our 
most careful attention. And it will be proper to discuss 
them under the assumption that the first two are cor- 
rect. On the surface of things the argument adduced 
to prove the fourth proposition seems beyond all cavil. 
If a given employer offers to our marginal laborer less 
than what the employment of the latter will add to the 
product of industry, he will be overbid by others who 
stand ready to pay the full amount. It is the perfect 
competition of employers * in the static state which is 
regarded as bringing the wage of the marginal laborer 
up to an exact equivalence with the product of his 
labor. 

Nor is any exception to be taken to the sixth proposi- 
tion that interchangeable units (marginal and non- 


1 This point may deserve fuller elaboration than it has received. In reality, as will 
be seen further on, it contains one of the fundamental fallacies of the argument. If 
labor were employed in large t in tion with the no-rent uses of agents, and 
if it could be said of such agents that they contribute nothing to the product, then that 








product would plainly be the “‘ specific " creation of the labor. Such marginal labor 
would then receive its “ product " as a wage. 

2 “ It is by assuming perfectly free competition among employers that we are able 
to say that the man on the intensive margin of an agricultural force of laborers will get, 
as pay, the value of his product.” Distribution of Wealth, p. 99. 
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marginal) will all be paid at the same rate. A careful 
examination of proposition number five, however, will 
throw it into a new light, and will show up proposition 
number four as something quite different from what it 
seems. 

The essence of the fifth proposition is that an em- 
ployer regards interchangeable units of labor as equal 
in importance. He evidences his estimate by the pay 
which he offers, which is uniform for all. If a given 
laborer, doing an indispensable part of the work, should 
ask more that the current rate, he would be discharged 
and one of the others put in his place.!. The process is 
simple and logical. Now let us ask what in actuality 
the employer has done. He has not taken the physical\/ 
product and separated it into parts produced by and 
ascribable to the respective laborers, — learning in this 
way the specific product of each. What has he done 
then ? He has tendered and paid wages. And in so 
doing he has set a valuation upon the services of the 
different laborers. (And this valuation has been 
accepted by them.) Seemingly this is all there is to the 
supposedly equal “ productivity”’ of marginal and 
non-marginal laborers. They are thought? to have 
equal productivity because the employer sets the same 
value upon their services in paying them the same wage. 
They are not doing the same work. There is no physi- 
cal identity or equality between the products of the 
various laborers. The respect in which there is an 
equality between them is in the equal valuations which 
attach to their labor in the payment of the wage. This 

1 The Distribution of Wealth, p. 107. 

2 “If the men are quite interchangeable, the effective productivity of any one of 
them is equal to the absolute productivity of the final or marginal one, whose work can 
best be dispensed with. . . . Inso far as men can be freely substituted for each other, 
any man in a series of men ts actually worth to his employer only as much as the last one 


in the series produces.” Distribution of Wealth, pp. 104-105. (The italics are the 
present writer's.) 
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payment of the wage is the overt act. And in 
the performance of the act an evaluation has been 
made. 

Clearly then, we have here essentially one thing, not 
two. Throughout the whole world of industry it is by 
the actual payment of wages and prices that the process 
of evaluation takes on the form of actuality. And 
when we say that an employer pays a man “ what he is 
worth ” to him,' we are asserting, if not an absolute 
identity, at the most a truism. And a truism tells us 
not one thing about the relation between wages and 
social deserving.* 

It should be clear, then, that if we take the expression 
“what a man produces” and use it in the sense of 
“what a man is worth to his employer ”’ we have not 
advanced a single step through our conclusion that a 
man is “ paid what he produces.” We have still the 
same identity or truism, clothed to be sure in a new 
form of words, — and unfortunately a form of words 
likely to lead us seriously astray in our reasoning. 
Professor Clark’s “ productivity ”’ is a will-o’-the-wisp. 
He pursues it, but never catches up with it and sub- 
jects it to examination. In the course of the pursuit 
he crosses the path of the employer’s “ valuation,” 
and he takes this to be the “ productivity ’’ which he 
has been following. It is through this misadventure 
that the thesis he is supporting becomes a truism.’ 

We are now in a position to see the real significance of 
our fourth proposition. If by the “ whole product ”’ 


1 See note 2, p. 153. 

2 Davenport seems to have the same criticism in mind when he says: ‘‘ Whether 
the theory does not determine what the labor accomplishes by finding out what it gets, 
as the basis for the conclusion that what it gets it accomplishes, is a question which 





must for the tt be postponed.”” The E ics of Enterprise, p. 152. 
The present writer is unable to find, however, any place where the point is taken up 
again. 


3 The repeated use of the phrase “ effective productivity’ (cf. pp. 103-107) shows 
the course of the author’s thought. By effective he seems to mean “ having an effect 
on the employer's valuation (wage payment).”’ 
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of marginal labor is meant merely the value ascribed 
to the services of the laborer as evidenced by the wage 
payment, we have here clearly the same identity or 
truism which we have been discussing above. And 
that the words are used in this sense is made abundantly 
evident in Professor Clark’s book. This fourth prop- 
osition can now be expressed as follows: — Such 
(marginal) labor receives the sum at which its services 
are evaluated. And, as the payment is but the con- 
crete aspect of the evaluation, this is about the same 
as to say that a man is paid what he is paid. The 
thesis of specific productivity as the determinant of 
wages remains unproved, and the laws of distribution 
are still to seek. 


This negative result, however, must not satisfy us. 
We want to know whether the concept of specific prod- 
uctivity has any reality. Professor Clark has recog- 
nized the difficulty of separating a joint product into 
the parts created by the respective factors in production. 
Of a primitive economy, he says: 


It is nearly ' impossible for a man to say how much of his product 
is due to labor only. The distinction between the whole product of 
labor and the whole product of industry is, however, all-impor- 
tant; for industry involves the coéperation of labor and capital. 
Let a man fish from a dugout, with the simplest line and hook that 
he can make. The fish that he will bring to the shore are the prod- 
uct of labor and capital. Effort aided by instruments has secured 
them. How much of the catch is due to the man, and how much to 
the canoe and the fishing tackle? Not for his life can the man 
himself tell. Can he put the fish into two piles, and say, ‘‘ This pile 
is due to my effort only, and that pile to my equipment?’ Every 
single fish is a joint product — indeed every fin or scale of a fish is so; 
and the difficulty is that it is impossible to divide a single one of 
them into fractions due to the producing agencies. Hopelessly 
merged with the product of capital is the product of the labor of an 


1 Why not omit this word “nearly”? Cf. “ hopelessly merged,” and “ it is 
impossible to say what the produce of labor itself is.” 
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independent producer. Instead of presenting the condition in which 
the wages of labor are readily distinguished from other incomes, and 
identified as the “ produce of labor,” such a primitive economy as 
actually exists is one in which it is impossible to say what the prod- 
uce of labor itself is. 


We are confronted, of course, by exactly the same 
difficulty in an exchange economy. The point is made 
so crystal clear in the paragraph quoted that our 
suspicions should be instantly aroused by the ease with 
which, a little further on, the specific product of labor 
in an exchange economy is disentangled. For strange 
tho it may seem, this thing which is “ impossible ’’ under 
simple conditions,— the disentangling of the shares 
in the productive process, — Professor Clark regards as 
possible under the conditions of an exchange economy. 
The way in which it is supposed to be done has already 
been indicated. Labor is conceived as being employed 
in connection with the “ no-rent uses ” of capital. As 
these uses are thought to be worthless, the capital is 
regarded as not contributing anything to the joint 
product. This joint product is therefore attributed to 
the labor as its exclusive “ specific’ creation. The 
absurdity of such a view is plain, and Professor Clark 
himself uses language which exhibits this absurdity in 
the clearest way. 


There are machines which have outlived their usefulness to their 
owners, but still do their work, and give the entire product that they 
help to create to the men who operate them. There are railroads and 
steamship lines that pay operating expenses only. There are stocks 
of merchandise so full of remnants and unstylish goods that it barely 
pays salesmen to handle them. Everywhere, in indefinite variety 
and extent, are no-rent instruments; and, if labor uses them, it 
gets the entire product of the operation.? 


1 Distribution of Wealth, p. 83. 


2 Distribution of Wealth, p. 96. The italics are mine. The meaning is plainly that 
labor “‘ gets’ the “ entire product "’ which the machines, etc., “‘ help to create.’”’ Is it 
not clear that the thing which is “ specific "’ is the reward, not the product ? 
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If these no-rent instruments “help to create” a 
“ product,” it is a strange use of words which attributes 
such a joint product to the one factor, labor. Two 
things are certain:— one is that Professor Clark’s 
specific productivity is productivity in the sense already 
discussed, and the other is that when labor and capital 
codperate to produce a result that result is their joint 
product. It is a verbal absurdity to ascribe it to either 
factor alone. 

Now there is no such thing as empty handed or 
unaided labor. Some material instrument is always 
employed, and as long as this is true, we are left without 
any method of disentangling the specific product of 
labor. If it is “ impossible” in primitive individual 
economy, it is a clinched and riveted impossibility in the 
complex productive processes of an exchange economy. 

As a matter of fact there is no such thing as specifie 
productivity. It is even theoretically inconceivable. 
The familiar concepts of physics find here no analogue. 
In physics a joint resultant may be analyzed, — as in 
the familiar case of the parallelogram of forces. A 
ship which travels south-east (nearly) for a distance 
of five miles may be actually carried by the wind three 
miles to the east, and by the tide four miles to the south. 
But if a man cuts down a tree it is vain to speculate as 
to what fraction cf the work is done by the man and 
what fraction by the ax. Let two men plow a field 
with the aid of a team and a plow, the one driving and 


1 Professor Clark is inconsistent on this point. At a number of places he tries to 
send laborers to work ‘“‘ unaided” or ‘‘ empty handed” on marginal or no-rent land. 
But he generally finds himself compelled to allow them a minimum of equipment, — 
a hoe or a spade or some other simple tool. But in order to display to us the isolated 
product of labor he systematically belittles the importance of this equipment, and tries 
to make it appear negligible. Now small quantities are for some purposes mathemati- 
cally negligible. But here the assumption is quite invalid. This will appear from the 
fact that on page 184 Professor Clark himself puts a mere hatchet into the hands of a 
man otherwise without tools, and then credits the hatchet with a “ productivity "’ of 
what is called a ‘‘ 500% vate of interest.’’ Distribution of Wealth, pp. 84, 88, 89, 92, 95, 
100, 160, 184. 
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the other holding the plow handles. It would puzzle 
the greatest mathematician in the land to say just how 
much of the plowing is done by the team, plow, and the 
men respectively. And if the plowing cannot be 
fractionally ascribed to the respective factors, then 
neither can the value of the plowing. 

There is in fact an error in elementary mathematics 
in Clark’s method of estimating specific productivity. 
If an extra laborer is added to a going concern, it is 
true that there may be a definite increase in the product 
as a result. It may even be possible to estimate this 
increase approximately. Moreover it may be a correct 
business judgment to justify the employment of the 
extra man on the ground that the extra product war- 
‘rants the expense.! But if the increase in product over 


' what it would have been without him be regarded as his 
| specific creatjon,? and the same method be used to 


measure the specific creation of each of the codperating 


| factors, it is mathematically impossible for the sum of 


| the productivities specifically attributed to the factors 
' to be equal to the actual aggregate product. This 


whole is not equal to the sum of all its parts. 
Hobson, in his criticism of the productivity theory has 
attempted to show this by a numerical example. 


1 W. M. Acworth in his little book, Elements of Railway Economics, shows in a 
very interesting fashion the making of a railway rate on much the same principle. New 
traffic, not otherwise to be secured, may be profitably carried by fixing a rate which will 
a little more than cover the extra expense entailed in carrying it, even tho the new 
traffic does not help defray any of the general charges. But plainly this method of 
making a rate cannot be generalized. It can be used only when the new traffic is to be 
added to a “ total situation ” which already provides for the carrying of the general 
charges. Now it would be incorrect to call the extra expense involved in carrying the 
new traffic its cost of transportation. But this would be quite analogous to ascribing 
the increase in product, resulting from the employment of an extra laborer, to the 
laborer as his specific creation. It pays to take on the new traffic, and it pays to employ 
the extra laborer. But the extra expense is not the cost of transportation of the new 
traffic; nor is the i in the product the specific creation of the new laborer. 

2 This is Professor Clark’s view. And it is worth noting that J. Maurice Clark in 
his review of Davenport’s Economics of Enterprise (Political Science Quarterly, June, 
1914, p. 319) has given recent expression (in defending the productivity theory against 
Davenport's criticism) to the same belief. 











2S SN PR SO ee 














SPECIFIC PRODUCTIVITY 159 


In a primitive fishery let us say that one man fishing alone could 
make a catch of ten; a two-man group a catch of twenty-two; a 
three-man group of thirty-seven; a four-man group of sixty; a 
five-man group of seventy-two.’ 


Mr. Hobsoa’s general criticism of the dosing method of 
isolating the specific product seems to me valid. But 
his numerical example will hardly be accepted as meet- 
ing Clark’s case squarely. In the first place he cites a 
case of increasing returns. Clark seems always to have 
in mind decreasing returns. As a matter of fact the 
increase of product due to the employment of one more 
laborer, itself increases to a maximum, and then 
decreases (with successive increments of labor). In 
the second place he is dealing with technical or physical 
productivity, whereas Clark has “ value productivity ” 
(if there be such a thing) in mind. Finally he cites a 
coéperative group of fishermen dividing the physical 
product. Clark is thinking of an employer wha hires 
labor for wages. In the numerical illustration given, 
the four-man group is the most advantageous, for its 
product divided by the number of men gives the maxi- 
mum quotient of fish per man. But if an employer 
is hiring the men at a wage of five fish per man, it will 
“ pay ” him to employ a fifth, or a sixth, or a seventh 
man. He will employ additional men until he comes 
to the one whose employment brings an increase in the 
joint product which barely exceeds the wage which has 
to be paid. This would make the illustration more like 
Professor Clark’s. Now if the increments resulting 
from the employment of the fifth, sixth, and seventh 
men are 12, 7, and 5 respectively, and if we concede 
that the employer would hire the seventh man, — tho 
he gains nothing by doing so,—this seventh man 
would then be Clark’s “ marginal” laborer. Hobson 


1 The Industrial System, 1910, p. 114. 
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would now say, “ The total catch is 84, which gives a 
product of 12 fish per man.”” But this allows nothing 
for the services of the equipment, — boat, tackle, etc. 
Hobson attributes the whole catch to the single factor, 
labor, which is quite as inadmissible as anything Clark 
does. The latter would call five fish the (“‘ marginal ’’) 
productivity of the seventh laborer. Five would also 
be the “ effective” productivity of each of the other 
laborers, — making the total product of the laborers, 
according to Clark’s reasoning, thirty-five fish. By 
subtraction the product which must be attributed to the 
equipment would be forty-nine fish. (Eighty-four less 
thirty-five.) Now how absurd to say that out of the 
total of eighty-four, thirty-five fish are produced by 
labor, and forty-nine by capital! The contributions 
of the two factors are as “ hopelessly merged ”’ and as 
“‘ impossible ”’ of disentanglement as in the case of the 
single fisherman cited by Clark (see above, p. 155). 
How much of the catch is due to labor, and how much 
to equipment ? ‘“ Not for his life’? can Clark — or 
anybody else — tell. 

The real mathematical error lies in not attributing to 
the coéperation of the rest of the group any part of the 
so-called “ marginal product ”’ of five fish. The five 
fish as well as the other seventy-nine are the ‘‘ product ” 
of a codperation between seven men and certain 
equipment. It cannot by any necromancy be frac- 
tionally ascribed. Hobson must be credited with 
having seen and expressed this with perfect clearness 
even tho the issue is not squarely joined in his numerical 
illustration. 

But there is something “‘ specific ” in this illustration. 
What is it? Merely the wage, —the “ reward ”’ of 
labor, not its “‘ product.” The men are paid what 
they are paid. It seems a very obvious proposition 
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that if “‘ x ” is the increase in product resulting from the 
addition of an increment of labor, “ a,’”’ to what Daven- 
port would call a “ total situation,” that the factors of 
this total situation play a role in coéperation' with 
the increment of labor in the creation of “x.’’ And if 
“x” is called the specific product of ‘‘ a,” we may bor- 
row @ phrase from Davenport and say that “ the defect 
in the theory lies in the simple untruth of the assertion.” 
When the new situation is viewed as a whole “x” is 
not the fractional part of the total product logically 
attributable to “a.” There is no such fraction and can 
be none.? 


The writer is aware that this view will not find ready 
acceptance. There are in America, broadly speaking, 


1 It may be that Davenport falls a trifle short of his usual skill in expressing his 
ideas when he says that productivity is ‘‘ relative "’ not “ specific.” (The Economics of 
Enterprise, p. 153.) But Prof A. 8. Joh in his very able review (Quarterly 
Journal of Economics, May, 1914, p. 441) should not have missed the point so completely 
as to say that Davenport’s “ relative productivity "’ and Clark’s “ specific produc- 
tivity” are the same. If language means anything (and Professor Clark’s language 
is of a crystal clear lucidity), Clark means by “ specific productivity "' exactly what 
Davenport understands him to mean. 


2 “No separate dose has any separate product.” And also, “If the employ- 
ment of a tenth shepherd means twenty more sheep per annum than the employment 
of nine, it cannot be maintained that twenty sheep form the separate product of the 
tenth shepherd, but only that a ten group is more productive by twenty sheep than a 
nine group.” Hobson, The Industrial System, p. 115. 

Davenport's formulation is as follows; ‘‘ How then proceed to attribute to any one 
of the factors the increase of the proceeds due to the joint employment? So long as 
either glove is necessary to the worth of the pair, how tell how much either is worth ? 
Which leg of a three-legged stool supports the stool ? All that we can say is that if the 
stool is worth $3, one can afford to pay $3 not to be deprived of any one leg of it. So 
$2 may be offered to get back a lost glove out of a $2 pair. Thus it is easy enough for 
the entrepreneur to determine how much he can afford to pay for an item of productive 
goods or labor to go with his present equipment, but this is not at all to attribute to the 
extra item all the increase of gain which will accrue with the addition of the extra item. 
One buys, say a horse, to go with a wagon which otherwise would be useless. But this 
is not to attribute to the horse all the result from both horse and wagon. The horse 
would be equally useless without the wagon. In the last analysis, the entrepreneur 
himself could not isolate and determine a specific serviceability for gain relatively even 
to himself, but only that which he can afford to pay to get the thing or to refuse to keep 
the thing. And, as we have seen, no one of all these different sums that the entre- 
preneurs can respectively afford to pay or refuse has any special title to be regarded as 
the specific significance of the productive factor.” The Economics of Enterprise, 
p. 147. 
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two schools of value theorists. The difference between 
them is directional. The cost-of-production theorists, 
tho somewhat eclectic, yet incline in the main to let 
value begin in cost of production and run thence to its 
goal in the price of the product. The psychological 
school pictures for us a current setting strongly in the 
other direction, — rising in subjective valuations, flow- 
ing through consumption goods to the value of durable 
agents, and exercising a certain domination even over 
costs. The adherents of this first school, because of 
their directional tendencies, will find it easy to accept 
specific productivity. When they see a productive 
agent going in at one end of the hopper they will be 
yielding to a very natural tendency if they run quickly 
to the other end with the confident expectation of seeing 
a distinguishable product emerge from it. 

The other school might logically be expected to give 
their support to the view set forth in this paper. They 
are not, however, sure to do so.'_ For there is still too 
much neglect in America of a distinction which, tho 
by no means new, has recently been given increased 
emphasis in Germany.? It has been summed up in the 
proposition that the theory of distribution is not a value 
problem. Perhaps it would be better to say that it 
is more than a value problem. In order to bring out 
the full meaning of this proposition let us look for a 
moment at the theory of the psychological school in its 
most general aspect.* 


1 That they are not is sufficiently evident from the fact that Professor Clark has 
been in the main a member (and, as is everywhere recognized, a leading member) of 
this school. 

2 Cf. Dr. Gerhard Albrecht’s review of Tugan-Baranowsky’s new book Sociale 
Theorie der Verteilung (Jahrb. f. Nat. Oek., 111, 47, 1, p. 71). The review takes up the 
views of Oppenheimer and Liefmann, and also Dihring’s anticipations of this distinc- 
tion. 


* The extremely meagre outline of the theory of the psychological school given 
above follows in the main the writings of Professor F. A. Fetter, who goes perhaps as far 
as any member of the school in g lising the treat tt of value problems. Cf. his 
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Men have wants. Some are primary and highly 
individual,— as hunger, — some of a complex social 
character. Things exist in great variety, capable of 
gratifying these wants in various ways and in various 
degrees. Men realizing this, through experience and 
reasoning power, make comparisons between things 
in respect of their various powers of gratifying various 
wants. Men also go to work to produce the things 
they want. In organized society there arises an elab- 
orate specialization and exchange which vastly in- 
creases the aggregate possibilities of gratifying wants. 
The principle underlying this exchange is individual 
subjective valuation, partly conscious, — and based 
on calculation, — partly subconscious, and based on 
tradition, habit, fashion, imitation or what not. If 
two men enter into an exchange they have of necessity 
different relative valuations for the articles exchanged. 
The wants of both are better satisfied after the exchange. 
In all advanced societies money is used as the medium 
of exchange, and the valuations of things capable of 
gratifying wants work themselves out in the main in 
money prices. Durable agents, which assist in the 
production of consumption goods, are found to yield a 
series of services running through longer or shorter 
periods of time. When such things are bought or 
sold, — transferred in fee simple, — the thing conveyed 
is the right to the total future uses of the goods. This 
involves ‘‘ capitalization,’”’ the expression of the present 
Principles of Economics, and also the following articles: — Quarterly Journal of Eco- 
nomics, Nov., 1900, p. 45; American E ic A iation Publicati 3d series, 
vol. ii, pp. 240, 246, and vol. v, p. 197; Political Science Quarterly, Mar., 1902, p. 173; 
Quarterly Journal of Economics, Nov., 1902, p. 179. 

One of the most conspicuous services rendered by Professor Clark to economic 
theory is to be found in the aid he has given in the generalizing of the rent concept. 
Mr. J. A. Hobson’s vigorous strictures on the particularistic treatment of wages, rent, 
interest and profit (in The Industrial System) are not, of course, directed at the psy- 


chological school. For in the constructive work done by this school the particularistic 
treatment had already been discarded. 
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value of the future uses. This is found to involve a 
rate of discount,—a use or service being generally 
considered of less present value if distant in time than 
if present or imminent. Through such a process capital 
valuations are put upon durable agents, and they too 
come to have an exchange or market price. The ser- 
vices of human beings go through a similar process of 
valuation. They are even capitalized in the case of 
slavery. 

Now it will be seen that the whole direction of this 
process is from the use (or service) backward — some- 
times through a number of steps, — to the good. It 
will be noted, too, that the whole thing is a process of 
evaluation. We have a reasoned explanation of the 
prices of things, — whether consumption goods, durable 
agents or human services. It is a study in the field of 
value. The question to be answered is, ‘‘ What is the 
process by which the market prices of human services 
and material things (or their use for a limited period of 
time) are determined?” The attempt to answer this 
question has been regarded by some as a study of dis- 
tribution.! And, as far as it goes, it is a study in dis- 
tribution. Or at least it prepares the ground for a 
study of distribution. For the price of a human service 
is set by the actual payment of a wage, and the evalua- 
tion of things takes on actuality through the payment 
of rents (including interest) and prices. These wages, 
rents, and prices — together with the direct services of 
things not exchanged — constitute individual incomes. 
In value theory, however, they have been studied in 
their functional rather than in their personal aspects. 
A man is employed, and a machine is rented. Each 
renders a service. (Which simply means that each is a 


1 Notably, of course, by Professor Clark, whose productivity theory deals with the 
justice of distribution. 
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coéperating factor in the productive process.) For 
this service a price is paid in the one case as in the other. 
The wage of the man, the rent of the machine, and the 
capital values of both (taking the case of slavery where 
men are bought and sold) are all given the same ex- 
planation, — an explanation rising in wants and their 
gratification. But the mere study of the process of 
evaluation (which in itself has proved sufficiently diffi- 
cult to tax the energies of some of our best economists) 
needs to be expanded into a fuller study than we have 
yet had of the forces which determine individual 
incomes. Not until this is fully done will the theory of 
value have borne its fruitage in a theory of distribution 
really deserving of the name. 

To the writer it seems evident that the blurring of the 
distinction between the two is responsible for the rise 
and present vogue of the specific productivity idea. 
Had the problem been conceived as, in the first instance 
at least, merely a study of the process of evaluation, — 
had the ethical question of distributive justice been 
clearly visualized as a problem apart, the truistic 
pitfall of the specific productivity reasoning would have 
spread its allurements in vain. But with this distinc- 
tion overlooked, and attention centered on the quid pro 
quo (the service) which is rendered in return for a wage 
or a rent payment, the undoubted existence of this 
quid pro quo led easily to the assumption of specific 
productivity, and to the comforting but fallacious 
equation of product and reward. There is a difference, 
however, between the mere coéperation of a factor in a 
productive process, and the specific creation by that 
factor of a distinguishable product. The fact that the 
services of a factor are desirable in the process of value 
creation does not mean that a particular part of the 
value created can be ascribed to the independent 
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agency of the factor. And this in spite of the fact that 
the total value product is the fund from which, in the 
long run, payment is made for the services of the factors. 

The quid pro quo aspect of the wage valuation must 
not then lead us to identify valuable service with 
specific productivity. The distinction between the 
two is quite consistent with the doctrine of the psy- 
chological value theorists that value is ascribed because 
of the want-gratifying capacity of things and services.! 
And their insistence upon the direction of the valuation 
process, — that it is from human wants back to the 
things or services which are capable of gratifying those 
wants, — should make them immediately sceptical of 
the alleged equation of a wage valuation with a prod- 
uctivity which proceeds in a diametrically opposite 
direction. The writer hopes therefore for their accep- 
tance of his view. Members of the other school, whose 
tendencies are naturally antagonistic to the contention 
of this paper, will, it is hoped, be induced to subject to 
a careful re-examination the reasoning on which the 
specific productivity thesis has been allowed to rest. 


If, as the writer believes, that reasoning, through the 
unconscious use of a term in two different senses, rests 
upon a truism, from which no valid inference may be 
drawn, not only the productivity thesis itself, but its 
important social implications must be given up. These 
implications were originally stated by Professor Clark 
in the following words: — 

This thesis we have still to prove; and more hinges on the truth 


of it than any introductory words can state. The right of society 
to exist in its present form, and the probability that it will continue 


1 The writer is not to be understood as taking any ground as to the influence of 
supply on price. This point needs more complete formulation than has yet been given 
it if the value theorists, while showing that supply itself is largely influenced by subjec- 
tive valuations, are yet to be generally credited with recognizing the truth which lies 
in the supply side of the stereotyped formula of ‘‘ demand and supply.” 
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so to exist, are at stake. These facts lend to this problem its 
measureless importance. The welfare of the laboring classes depends 
on whether they get much or little; but their attitude toward other 
classes, — and, therefore, the stability of the social state — depends 
chiefly on the question whether the amount that they get, be it large 
or small, is what they produce. If they create a small amount 
of wealth and get the whole of it, they may not seek to revolutionize 
society; but if it were to appear that they produce an ample amount 
and get only a part of it, many of them would become revolutionists, 
and all would have the right to do so. The indictment that hangs 
over society is that, of “ exploiting labor.” ‘ Workmen,”’ it is said, 
‘are regularly robbed of what they produce. This is done within 
the forms of law, and by the natural working of competition.” If 
this charge were proved, every right-minded man should become a 
socialist; and his zeal in transforming the industrial system would 
then measure and express his sense of justice.' 

We do, if we are successful, settle the great personal issues that 
range men in hostile classes. By discovering the law that fixes 
the rates of wages, of interest and of pure profits, we decide whether 
the man, A, has a grievance against B. We have not, indeed, thus 
ascertained why one of them has only $500 a year, while the other 
has $50,000; but we have ascertained something about the two 
incomes that decides whether each of them rightfully belongs to the 


man who gets it.2 


Such comprehensive claims, however, would not now 
be made. Tho many economists today accept the 
productivity thesis, few, if any, draw from it such sweep- 
ing conclusions. 

It was promptly pointed out * that justice is between 
man and man, — not between the factors in production. 
If the justice of our social order is to be established by 
any comparison of productivity and reward, it is not 
enough to show that payment is in proportion to the 
productivities of the respective factors, — the animate 
and the inanimate, the man and the machine. Since it 
is a question of justice with which we are concerned, 
the inanimate factors must be ignored. We need to 

1 Distribution of Wealth, p. 3. 2 Ibid., p. 6. 


* By Professor Carver. Quarterly Journal of Economics, vol. xv (Aug., 1901), 
p. 578. 
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be shown that the rewards of industry are distributed 
among men in proportion to their productive contribu- 
tions. And when this necessity is realized, the social 
significance of the productivity thesis is very pro- 
foundly modified. It proves (if true) the injustice 
rather than the justice of society. If the factors in 
production, — animate and inanimate, — are paid in 
proportion to what they produce, such an arrangement 
will constitute a just division only in that inconceivable 
sort of a world in which there is a distribution of 
ownership in exact correspondence with the productive 
services of men. 

The surrender of the social significance of the theory 
has been explicitly admitted in a recent defense of the 
productivity idea by Professor J. Maurice Clark. “ All 
that the hypothesis will justify is the claim that in- 
come would measure deserving under ideal competition, 
granted at all times perfectly just distribution of prop- 
erty, education and opportunity.” ! This stops very 
far short indeed of the original contentions. And, as 
we have seen, not even this much is true. If then to 
Davenport’s and Hobson’s vigorous and varied criti- 
cisms be added the fact, that the thesis of specific prod- 
uctivity is demonstrated only by the employment of a 
vitiating truism, we must naturally ask ourselves what 
the residual element in the Clarkian system amounts to. 
It should be clear at once that what we have left is a 
theory of value as distinguished from a theory of dis- 
tribution. The ethical idea of reward in proportion to 
product has gone by the board; there remains a strictly 
economic process of evaluation. 

The question may still be urged, however, whether 
the rewards which go to the various factors in produc- 
tion are not an approximate or rough measure of pro- 


Tia! 1 Political Science Quarterly, June, 1914, p. 319. 
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ductive contribution. To the writer the importance 
of the inquiry lies in the fact that the productivity 
theory, with its parade of scientific accuracy, is after 
all but a precise formulation of a widespread and deep- 
seated belief that, to a reasonable degree of approxima- 
tion, a man gets out of his productive activities what 
he deserves. We deplore certain failures where a man 
seems to meet with disaster which could not have been 
anticipated or avoided. But in the main, business 
success is regarded as not only an index of ability but 
also a measure of social service and hence of social de- 
serving. The truth and error in this view need to be 
very carefully disentangled. 

The idea has already, within recent years, been sub- 
jected to scrutiny and correction. And this has come 
from critics of different sorts, ranging from the econo- 
mist to the political agitator. 

In the first place it has been repeatedly ouenes 
of late that personal income is made up of two elements, 
— that which is secured in return for labor, and that 
which comes from the ownership of capital. The social 
validity of the latter, as we have already seen, cannot 
spring from any product personally created by its 
owner. It must be sought in the circumstances which 
are taken to justify the ownership. 

Secondly it has been shown that many incomes are 
the result of force or fraud, or inure to a man because 
he has catered to wants which are harmful to society. 
They are acquisitive rather than productive in the best 
sense of the word. Professor Davenport has been per- 
haps the most forceful theoretical exponent of this idea.' 
But in connection with particular economic evils it has 
come to be widely understood and even taken for 


1 Cf. his article, ‘‘ Cost and its Significance,” American Economic Review, Decem- 
ber, 1911, p. 724. 
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granted. Food and drug laws would be unnecessary 
were all incomes the result of providing for the beneficial 
wants of society. Tenement house laws, mine and 
factory inspection, and a wide range of restrictive laws 
which are a commonplace to the present generation, all 
testify plainly to the fact that men can secure incomes 
through processes injurious to society. In a broad 
view, however, such cases seem to the writer exceptional. 
In the main, the man who manufactures and sells a 
product more cheaply than any one else has conferred a 
real benefit upon those who use it, and the income which 
accrues to him in so doing is an income which, tho dis- 
proportionate perhaps, is yet secured by virtue of a 
social service. 

Now -when all these corrections and exceptions are 
made and allowed for, where do we stand in general 
distributive theory if we deny the specific productivity 
thesis? Is it not true that functional incomes are a 
rough measure of service, and that (since it is through 
the saving of income that capital is accumulated) a 
rough proportionality exists between the earnings of 
capital and the productive services of its owners? The 
latter question is quickly disposed of. It would be true 
only if men were immortal and if they started originally 
on an equal footing. But men die and pass on their 
wealth to their heirs. The great question of inheritance 
introduces complicating elements into the problem, — 
to say nothing of the equally large question of the valid- 
ity of original titles. But if we deliberately shut our 
eyes to the incomes which flow from the ownership of 
wealth, is it not true that the services of men are paid 
for roughly in proportion to the values which they pro- 
duce ? Are we completely in the wrong when we take 
@ man’s success in acquisition as in some sort a measure 
of his service to society ? 
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One classical idea was that the price of a thing must 
be enough to bring the thing to market, — that is that 
each factor must receive enough to secure its services. 
Now this is the sort of proposition which cannot validly 
be generalized and made a basic explanation. It means 
very little to say that the prices of things in general 
must be high enough to bring them to market. How 
low, for example, might wages in general fall without a 
cessation of work? We cannot say. Probably very 
low. How low must rents in general fall in order that 
all capital should be withdrawn from the market ? The 
chances are that capital would be utilized if it yielded 
very low rents indeed. All we can mean, then, is that 
in a particular line the price must be enough to secure 
the agents of production against the bidding of other 
wants. The true statement would be that a want, in 
order to be gratified, must be strong enough to win 
against other wants in a competitive bidding for the 
means of gratification, — it being understood that these 
means of gratification (which are labor and capital) 
have alternative possibilities of use. 

It is precisely here that we see the entrepreneur per- 
forming one of his most important functions. His task 
is not merely the management of industry in the narrow 
sense, but the anticipation of the direction and strength 
of demand. In supplying the demand, he has certain 
costs to pay. He must pay enough to secure labor. 
This means not merely enough to induce men to work, 
but enough to divert labor from other lines. He must 
also procure the services of capital by borrowing, by 
renting or buying land, buildings, machinery, raw 
materials, etc. And, whenever he borrows, rents, or 
buys, he must offer enough to secure the agents he needs, 


_ which merely means to divert them from alternative 


uses where they would coéperate in the gratification 
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of other wants. Now the capital, the hired labor, and 
the entrepreneur form a codperative productive group. 
Jointly they produce something, — a something which 
is calculated to gratify human wants. If the product 
sells for a price sufficient to make the contractual pay- 
ments and to retain the services of the entrepreneur 
himself, the business goes on. The want which it 
supplies has won in the competition against other 
wants. If not, it fails, — and the direction of industry 
is altered. 

Where business is successful, contract wages and 
interest are paid (a process which contributes to the 
evaluation of the services of the labor and capital con- 
cerned) and a sum is left over which goes to the entre- 
preneur. Wages are what the laborer gets: contract 
interest and rent are what the owners of borrowed or 
rented agents get. The sum which goes to the entre- 
preneur is that part of the total proceeds which he 
secures for the services which he offers. If, —as is 
commonly the case, — he contributes both capital and 
labor, his return is a return for the services of the two. 
From a general point of view it is not separable into 
interest and profit, or into interest, salary, and profit. 

In the personal calculations of the entrepreneur, to be 
sure, it may be divided up. He may call a certain part 
of it the interest on his capital, and the remainder 
profit,or he may divide it into interest, salary, and profit, 
— setting down as salary the sum which he thinks he 
could command if he entered the service of another. 
But these are merely devices which assist him in visual- 
izing the prosperity of his enterprise. They do not 
alter the fact that the business yields him a single lump 
sum in return for the services of himself and his capital. 
No contract or transfer divides it into either two or 


three parts. 
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Of the total amount to be distributed, then, there is a 
functional distribution of contract wages and interest 
(including rent). But in the case of the entrepreneur 
the industry does not make any functional distribution. 
It pays him alump sum. “ Not for his life’”’ can the 
entrepreneur tell what part of his gain is due to his capi- 
tal and what part to hislabor. And by the same token 
it is impossible to distinguish between the “ product ”’ 
of the entrepreneur and of those whom he employs. 
Their rewards are matters of hard fact, but their 
specific productivities we cannot disentangle. The 
entrepreneur’s share in distribution is an accurate 
measure of his acquisitive rather than of his productive 
powers. It is what he can get, not what he produces. 

It is, to be sure, apparent to everybody that a rough 
(very rough) degree of correlation exists between 
ability and reward. All around us we see the able man 
succeeding, and the inefficient or lazy man becoming a 
failure. And a certain validity remains in our judg- 
ment of a man’s character on the basis of his business 
success. Certainly it is by virtue of his contributing 
to the gratification of human wants that he gains his 
wages, or his salary, or his profit. But that his reward 
is in proportion to any supposed specific productivity 
cannot be shown. That a man has acquired a fortune 
in competitive business may tell us a good deal as to the 
man’s sagacity, or will power, or business relationships. 
It also tells us that he has marketéd a commodity which 
somebody wanted to buy, thus largely promoting the 
gratification of human wants. But he did not do it by 
his own unaided efforts. He was but a cog in the ma- 
' chine, — a large one, it may be, but inseparably inte- 
grated with the other cogs. We can get no information 
that is at all accurate as to the amount of his own 
separable contribution, his specific productivity. If 
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he has given his competitors a fair and square beating, 
he has, to be sure, proved himself more efficient than 
they in diagnosing wants or in combining the factors of 
production in such a way as to make the gratifying 
of those wants personally profitable to himself. But 
the productivity which has achieved the success is the 
productivity of a complex of factors of which he is the 
directing head. And it is no more possible to say what 
is the specific product of his labor (or of his labor and 
capital combined) than it would be to say what part of 
the cutting of the tree was done by Robinson Crusoe 
and what part by his ax. 

If, then, it is urged that the reward of human services 
is a rough measure of productive contribution, we 
cannot assent unless the emphasis is placed very 
strongly indeed upon the word “rough.” The ordi- 
nary view that income is an index of social service, in 
addition to being open to the various corrections 
mentioned above, assumes a specific productivity which 
it is absolutely impossible to disentangle. The prod- 
uctivity thesis has seemed to give a scientific sanction 
to a popular notion, which, while it contains a kernel of 
truth, is extremely inexact, and ordinarily overlooks 
some of the most essential elements in the problem. 


We have then merely a theory of value, — a thing 
which falls short in two particulars of being a satis- 
factory explanation of the distribution of income 
among persons. In the first place it takes for granted 
the existing distribution of wealth, and, in the second 
place, it gives us competitive shares which are the result 
of a process of valuation, but not with any accuracy an 
index of productive contribution. In other words, 
what men would get, even under perfect competition 
(whatever that may mean), would not of any necessity 
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be an accurate measure of what, on the score of their 
supposed specific productivity, they ought to get. A 
thing which has no existence can hardly serve as a cri- 
terion of desert. When the efforts of men are merged 
in social or coéperative production, they can never be 
again “‘ unscrambled ”’ into specific productivities. 

We shall, however, be giving up a great deal if we 
surrender completely the idea of specific productivity. 
It has been, even before its precise formulation by Pro- 
fessor Clark, a tacit tenet of economic thought. It is 
with us all a sort of rudimentary survival of the con- 
ception of things which included the “ economic 
harmonies,” the doctrine of laissez faire, and the dogma 
of the unqualified beneficence of the competitive 
process. 

Let us, however, go wherever our analysis leads us. 
With the idea of specific productivity eliminated the 
process of valuation remains just what it has been, an 
orderly, systematic, incontrovertible thing, just as 
logical as any member of the Austrian school ever 
conceived it to be. But the distribution of personal 
income stands out for what it is, —a system of hap- 
hazard uncertainties, not merely skewed by the dis- 
crepancies of inheritance and original title, not merely 
vitiated in part by productivity of a predatory sort, but 
deprived of the erstwhile soothing correlation between 
reward and productive contribution. 

Things-as-they-are have been “the beneficiary of an 
overdone system of apologetics. The concept of spe- 
cific productivity, both in the explicit form into which 
it has been cast by Professor Clark, and also as it ap- 
pears disguised and latent in an uncritical approval of 
the competitive idea, has tended to blind us to the evil 
which is mixed with the good in our distributive ar- 
rangements, — has tended to make us, as economists, 
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more conservative than we have any right to be. The 
Distribution of Wealth has been denounced as the apo- 
logia of an unwarranted conservatism.! Denunciation, 
however, needs to be followed up by specific disproof. 
The error in the specific productivity thesis must be 
precisely located, and must come to be generally under- 
stood if it is to be deprived of the undue influence for 
conservatism which it undoubtedly continues to exercise 
even in the rarified and corrected form in which it is still 
cherished. 


WaLTER M. ADRIANCE. 


Princeton UNIVERSITY. 


1 E. g., by Professor Wicker at the New York Meeting of the American Economic 
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REVIEW 


HOBSON’S WORK AND WEALTH! 


Mr. Hosson is not the least of a group — shall we call 
them super-economists ?— whose criticism of the current 
system of economic life and thought is rendering valuable 
service in the cause of truth. In the present book he gives 
us his own theory of value and distribution, filling out the 
outline offered in the concluding chapter of an earlier volume 
entitled ‘‘ The Industrial System.” It is, of course, a theory 
of ideal value and distribution, for the actual system has 
already been made the target of his criticism. When a 
critic turns reformer and begins to construct, his friends 
may well fear for him and his adversaries thank him for 
giving them a better chance than ever before to hit back. 
And yet to return Hobson’s fire in the name of science is like 
attacking Bergson for not being logical, since Hobson has 
renounced science as powerless to render a final decision in 
social disputes. Nevertheless, it is as a work of social 
science that Hobson’s book must be appraised. 

As such, the first striking feature it presents to the reader 
is the undefined and controversial nature of its fundamental 
concept; its value-yardstick. The author himself trusts 
that the idea of “ organic welfare,” which he takes as the 
standard of value, may assume definite shape in the mind of 
the reader by dint of many concrete cases, and that the 
reader, even if he disagrees with the author as to what, in any 
given case, the highest good of society demands, may still 
accept the same method of analysis and follow it in his own 


1 Work and Wealth — A Human Valuation, by J. A. Hobson, The Macmillan Co., 


$2.00, pp. xvi, 367. 
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thinking. In other words, each separate discussion must 
stand on its own merits as an attempt to discover what 
course of action will best serve the social welfare in each 
particular situation. 

Two features of this standard of value stand out sharply. 
It must arbitrate between good and bad desires; and it 
must include all the social consequences of everything it 
considers. Vicious consumption is thus a cost, and healthful 
labor a utility regardless of the pleasures of vice or the 
temporary fatigues of salutary work. Cost, in this scheme 
of valuation, assumes many aspects. It includes the neces- 
sary “keep” of the worker (page 44) and this in turn in- 
cludes (1) the restoration of vital force spent in labor, and 
(2) the minimum reward necessary to induce the laborer to 
work — a very different thing, be it noted. Cost includes 
also such things as the “ repression of personality ” (page 50), 
the “ surrender of (his) personal judgment” (page 53) and 
the “ degradation of (his) highest quality ” (page 45). One 
feels almost as if the millennium had been placed on the debit 
side of the ledger and one were invited to produce assets 
enough to balance the books. 

The rule adopted for the reform of society is that of dis- 
tribution according to needs, and the elimination of the 
heaviest human costs of production by direct social control, 
the goal being a condition of minimum cost and maximum 
welfare. Hobson’s ideal man is so perfectly socialized that 
he will work as hard as is good for him, if his reasonable 
wants are provided for. Further incentives gauged according 
to efficiency will have no effect on him. ‘ But as human 
nature actually stands, this stimulus to do a ‘ best’ that is 
better than the average, must be regarded as a moral ‘ need ’ 
to be counted for purposes of remuneration along with the 
physiological needs ”’ (page 168). Thus the two conflicting 
standards are made one — by a logical tour de force. Cer- 
tainly, since social welfare is the ultimate standard, and 
since even for the individual the highest welfare lies in achiev- 
ing the finest relationship to society, the man who demands 
an efficiency bonus is the farther from his highest possibilities; 
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he “‘ needs ” more to make him perfect. But this is a need 
that can hardly be met by giving him his bonus, for that 
would be a reward of badness, and tend to harden him in the 
error of his ways. What he “ needs” is not more money, 
but the services of a social evangelist; possibly he needs both. 
But any extra wage that is granted him must, in common 
fairness, be granted also to his comrade who is altruistic 
enough to do his best work even without this stimulus. It 
will hardly do to leave the ninety and nine permanently in 
the wilderness. The net result would seem to be that with 
men as they are, an efficiency distribution is necessary, tho 
it may be superimposed on a minimum wage based on need. 
Further than this, Hobson’s effort to reconcile the two stand- 
ards fails to carry conviction, and this failure is probably the 
most serious weakness in the book. 

In assessing the costs of production the dominant note is 
Tarde’s distinction between creation and repetition. The 
ultimate conclusion is that work of the first kind which is its 
own reward may safely be left to private enterprise, while 
routine production, which is costly, must be socialized. 
“How can the creative work of the entrepreneur be en- 
trusted to private enterprise while the routine work of his 
employees is under social control?’”’ the reader may ask. 
The answer is that Hobson minimizes the creative element 
in the entrepreneur’s work. To him, creative activities are 
chiefly those of art, research and invention, and the field 
of private enterprise is correspondingly narrow. 

To many readers the worst fault of the book will undoubt- 
edly appear to be the dearth of positive suggestion as to 
methods of installing the millennial system, involving as it 
does nothing less than a moderate form of collectivism. 
This lack is emphasized by the author’s criticisms of state 
socialism on the one hand and of the industrial federation of 
the syndicalists on the other. Even on the fundamental 
question of interest no definite program is offered. We are 
told that there is much saving on the part of the poor which 
costs more than it is worth, and should not be undertaken 
at all. Other saving is “ costless”” and we may be able to 
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get all the capital we need from such sources without paying 
for it. But this would only be possible if the output of 
industry proved more than enough for all wants, short of 
those whose satisfaction is useless or positively harmful. 
Short of that happy state, Hobson’s philosophy would seem 
to leave room for much giving and taking of interest. How- 
ever, his purpose is not to prescribe the details of the millen- 
nium, but to make men see our industrial system as he sees 
it and to want a truly “ human ” distribution as he outlines it. 
This in itself is probably a sufficiently arduous undertaking. 
The book as it is traverses a marvelously wide range of 
material and draws on the work of many investigators, 
perhaps a bit superficially here and there, but most sug- 
gestively. Part of the material may be newer to English 
readers than to American, especially the citations from Veblen 
and Goldmark and the comments on scientific management. 
One phase of the latter subject which the author has neglected 
is the defense it offers against slack work in socialized indus- 
tries, through its absolute measurement of a fair day’s per- 
formance. Hobson prefers to rely on a developed “ social 
will.” The book will render service in many ways, but most 
of all, perhaps, by showing most forcibly that there are 
truly economic values more fundamental than those derived 
from exchange or measured by it, and that it is by these 
more fundamental values that we must test the institutions 
of property, contract, and the rest of the environment in 
which our “‘ market values ”’ have their being. Concretely, 
it might make an employer (if any employer of labor should 
chance to read it) realize that his most important product is 
in the minds and bodies of his laboring force. 


J. M. Cruark. 


AmuERstT COLLEGE. 
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THE WAR AND THE FINANCIAL SITUA- 
TION IN THE UNITED STATES 


Tue war in Europe immediately subjected the United 
States to severe financial strain, because this is a debtor coun- 
try in the international short-time loan market as well as on 
account of more permanent investments of foreign capital. 
Unlike London, the New York money market possessed no 
resources the liquidation of which would serve to offset pay- 
ment for the enormous volume of securities which were sold 
on foreign account on the New York Stock Exchange during 
the week preceding the outbreak of hostilities. Before these 
sales began, the New York money market was in its normal 
mid-summer position. The banks held a surplus reserve of 
about 26 million dollars — not enough to be of much use 
under a system in which the required reserves are never fully 
utilized, but still almost as large as at the same date in the 
preceding year and somewhat larger than in July of 1912. 
Foreign balances were at a low level and a considerable 
amount had been borrowed in London by means of finance 
bills anticipating the proceeds of the cotton and grain bills of 
the autumn months. Past experience warranted the feeling 
that this practice, in moderation, involved no serious element 
of weakness. All former periods of severe financial strain had 
been primarily the result of unsound, domestic conditions; and 
by means of temporary loans and sales of securities, additional 
funds from foreign sources had always been forthcoming. 

The prospect of a general European war, to say nothing of 
its outbreak, created an entirely novel situation. Foreign 
lenders and investors endeavored to liquidate American as 
well as other securities with little regard to the sacrifice en- 
tailed. Since it was impossible to secure new loans in 


Europe, every maturing bill of exchange or short-time note 
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as well as all sales of securities by foreign holders on the New 
York Stock Exchange involved payments which could only 
be made by the shipment of gold. In the course of the week 
ending Friday, July 31st, over 44 million dollars was with- 
drawn from the banks for export, and a vastly larger sum 
would have been taken if underwriters had been willing to 
insure a larger quantity. It is important also to note that 
most American purchasers of these securities sold on foreign 
account assumed the possibility of securing with them as col- 
lateral the accustomed accommodation from the banks. 
Accordingly the transactions which were leading to the rapid 
depletion of the reserves of the banks through gold shipments 
were also creating an increased demand for bank loans. Dur- 
ing the week ending with July 31st the cash reserve of the 
New York Clearing House banks and trust companies was 
reduced by 56 million, and a surplus of 26 million was con- 
verted into a deficit of 17 million; there being at the same 
time a slight increase in loans, amounting to $1,182,000. 
Drastic measures of relief were imperatively needed. The 
first and inevitable measure was the closing of the Stock 
Exchanges of New York and of other cities. Since the stock 
exchanges of other countries were already closed, the con- 
tinuance of dealings on the American exchanges would have 
concentrated the pressure of liquidation upon the particular 
issues of securities listed here, in which foreign capital has 
been largely invested. With the closing of the stock ex- 
changes, the transactions which were creating the bulk of the 
indebtedness immediately payable abroad were no longer 
possible. But in resorting to this means of relieving the 
situation, a new difficulty was created for the banks. All 
collateral loans, both time and call loans, became permanent 
investments for the banks until the resumption of dealings 
on the exchanges. Obviously the payment of loans could not 
be insisted upon when there was no market in which either 
borrowers or banks could sell the collateral securing them. 
Additional security was provided by many borrowers; and 
in some instances loans were reduced or entirely paid; but 
the banks were not able to insist upon such action. In other 
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words, the particular variety of loans upon the liquidation of 
which the banks mainly relied as a means of increasing their 
free assets was in this period of strain a wholly unavailable 
resource. ; 

In these circumstances it was inevitable that the banks of 
New York and other cities should resort to the familiar device 
of the clearing house loan certificate for the settlement of 
balances between themselves. These certificates, however, 
merely enable a bank to defer cash payments with other 
banks in the same clearing house; they do not enable it to 
meet payments due banks in other places. Indeed, the use 
of the certificates is altogether likely to make it necessary for 
the banks to restrict cash payments, since a bank weak in 
reserve, even if it has a favorable clearing house balance, re- 
ceives certificates instead of cash. 

As in 1873, 1893, and 1907, resort to the clearing house.loan 
certificate would probably have led to restrictions on cash 
payments but for the Aldrich-Vreeland Act of 1908, author- 
izing the issue of emergency bank notes. This Act, which — 
would have expired by limitation in July, 1914, was fortu- 
nately extended for one year by the Federal Reserve Act of 
1913. At the same time, the tax on the notes was materially 
reduced from a minimum of 5% to 3% during the first three 
months of issue, thereafter increasing }% monthly until a 
maximuin of 6 % is reached, contrasting with a maximum of 
10 % according to the original act. The availability of these 
notes was still further increased by an act which passed 
through both houses of Congress on August 4th removing the 
requirement that no bank might take advantage of the act 
unless it was already issuing bond-secured notes to the extent 
of 40% of its capital. At the opening of business in New 
York on Monday, August 3d, nearly 46 million of these notes 
were available, and a further supply was provided there and 
in other parts of the country as soon as the notes could be 
prepared and shipped. These notes have been generally 
used by the banks not only in counter payments to depositors 
but also in making settlements between banks in different 
places. They were also largely used instead of loan certifi- 
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cates in the settlement of clearing balances, because the tax 
on the notes was only 3 %, while the minimum rate of interest 
on the certificates is 6 % and in many cities 7 % or even more. 
The total of clearing house certificates was, therefore, smaller 
than on previous occasions. The amount outstanding 
against national banks on September 12, the date of the last 
return of the banks to the Comptroller of the Currency, was 
only $52,779,000. The same return, contrasted with that of 
June 30th, showed an increase in the issue of bank notes of 
$196,000,000. With these emergency notes the banks satis- 
fied practically all demands for additional money for domestic 
use outside the banks, thus safeguarding their reserves, which 
between the two Comptroller’s calls fell only $65,000,000, not 
much more than the amount of money which was exported, 
and that deposited in the 5 per cent redemption fund in 
Washington. Thanks to the emergency notes, the banks 
maintained payments without restrictions in their dealings 
both with the public and between themselves. It should 
also be noted that the banks did not, as in all former crises, 
attempt to strengthen themselves by loan contraction. Be- 
tween June 30 and September 12 loans and other investments 
increased $307,000,000 or slightly more than four per cent, 
—a most satisfactory showing. It is a safe conclusion that, 
if similar notes had been available in former crises, the results 
would have been equally satisfactory. The dislocation of 
the domestic exchanges, the premium on currency, and the 
partial break-down of the check machinery of the country 
would have been avoided. 

In thus relieving the banks from the necessity of using 
reserve money to meet domestic requirements, the issue of 
emergency notes placed the banks in a better position to meet 
the heavy foreign indebtedness already due on the first of 
August or maturing thereafter. The banks, however, 
exhibited no more readiness to allow their reserves to be used 
in meeting foreign payments than on former occasions when 
the withdrawals were for domestic purposes. From the 
beginning of August to the present time (October 27) gold 
payments were restricted. Quotations for demand sterling 
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were seldom below $4.95, indicating a premium on gold of 
from one to two per cent. The course of our banks during 
former crises strongly suggests that the unwillingness of the 
banks to supply the gold necessary to restore foreign ex- 
change to a normal level was not because gold rather than 
other reserve money would have been withdrawn. Whenever 
reserves have dropped very much below legal requirements, 
our banks have always restricted payments, if further with- 
drawals were threatened upon a large scale. In the past the 
demand has come from the western and southern banks. On 
this occasion it happened to be for the purpose of meeting 
foreign payments. We have here simply another instance of 
the uselessness, under the system soon fortunately to be 
changed, of the reserves of our banks when occasion for their 
use presents itself. 

How much gold would have been taken for export if pay- 
ments had been maintained cannot be determined. Esti- 
mates of the amount of indebtedness which became due offer 
no indication of the amount of gold which would have been © 
required. Nearly all of the gold which might have been 
exported would have gone to London and by creating easier 
conditions in that market the possibility of securing new loans 
to take the place of maturing obligations would have been 
greatly enhanced. Moreover, foreign short-time loans to 
this market would doubtless have become more attractive, if 
we had shown a determination to continue cash payments, 
even in the midst of universal financial commotion. 

Had the Federal Reserve banks been in full operation for a 
number of years, it is to be presumed that gold would have 
been furnished to satisfy all foreign requirements. It is 
probably fortunate, however, that the new banks did not 
begin business, as was originally expected, in June or July. 
While they might have been helpful, it is unlikely that they 
would have been able fully to maintain the normal course of 
banking operations. Partial failure to do so might have les- 
sened confidence in the new system, and such confidence, it 
hardly need be said, is absolutely indispensable if it is to 
perform the functions for which it has been designed. The 
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fact that the system was not in operation at this time of crisis, 
sometimes declared unfortunate, was in reality a piece of good 
fortune. 

The abnormal financial conditions abroad and the conse- 
quent extraordinary pressure for remittances from this coun- 
try led to abnormal conditions in foreign exchange; nor can 
it be said how soon normal conditions will be restored. By 
means of a syndicate in which all the banks and trust com- 
panies of New York participated, arrangements were made 
in September to meet the largest single requirement for means 
of payment in London, — some 80 millions of New York City 
notes maturing at various dates between September and 
January. A gold pool of 100 million dollars, to which banks 
in the central reserve and reserve cities have subscribed in 
proportion to their present gold holdings, is now furnishing a 
certain amount of exchange against shipments of gold to 
Ottawa, where the Bank of England has opened a depository. 
These arrangements at first only served to steady the rate 
of exchange in the vicinity of $4.96, but in conjunction with 
increasing merchandise exports and pronounced monetary 
ease in London they contributed to at least a temporary 
return to a normal exchange level in the last week of 
October. Should the present condition of monetary ease in 
London continue, it will doubtless be found possible to secure 
short-time credits there to take the place of a considerable 
amount of maturing obligations, in particular the numerous 
short-term railroad notes which are largely held in that 
market. It is interesting to note in this connection that 
London has already resumed to some extent the business of 
financing American foreign trade, both exports and imports. 
If, however, the course of events should bring on a long 
period of financial stringency in London, permanent normal 
exchange relations may be indefinitely postponed. A country 
which is heavily indebted to Europe is a passive agent in the 
present juncture and cannot control the forces which are 
disturbing its financial structure. 


O. M. W. Spracue. 


Harvarp UNIVERSITY. 
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STATE GUARANTY OF BANK DEPOSITS IN 
NEBRASKA 


Ons of the amendments to the Currency Bill, proposed by 
the Owen Committee in the Senate, provided for the setting 
aside of one-fourth of the earnings above six per cent of the 
Federal Reserve banks, for the purpose of paying the deposi- 
tors of failed national banks. In debating this plan, its advo- 
cates, especially Senators Hitchcock, Bristow and Reed, cited 
freely the state guaranty systems of Oklahoma, Nebraska, 
Kansas and Texas, asserting that these had proved entirely 
satisfactory and drawing the inference that national bank 
guaranty would be equally practicable. 

After the Currency Act was passed, without the guaranty 
clause, the three Senators referred to were appointed as a 
Subcommittee on the Guaranty of Bank Deposits, in order 
that they might continue their efforts for the protection of - 
national bank depositors. Senator Hitchcock, as chairman 
of this subcommittee, presented on June 23 last a History of 
Guaranty of Bank Deposits, by George H. Shibley, in which, 
after reviewing statements by the bank commissioners of the 
states having the guaranty, quoting their various statutes, 
and drawing liberally from the articles by Mr. Thornton 
Cooke in this Journal,! Mr. Shibley drew the rather un- 
equivocal conclusion that “ the guaranty of bank deposits 
has now become a demonstrated success, taken as a whole.” 

Considering that the state systems have been legally in 
effect only three years and a half; that the Oklahoma fund 
in that tiine ran $375,000 behind its assessments, tho the 
latter averaged four-fifths of one per cent a year of the total 
deposits; and that in the other three states, crops and finan- 
cial conditions have been so favorable that only about a half- 
dozen small failures have occurred in all, it would seem that 
the champions of national bank guaranty are using the argu- 


1 See vol. xxiv, ‘‘ The Insurance of Bank Deposits in the West,” and vol. xxviii, 
“ Four Years More of Deposit Guaranty.” 
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ment from example almost before the example exists. The 
experience of the states which are trying the guaranty 
system will certainly be of the greatest worth in demon- 
strating which method, or combination of methods — for 
the various systems differ considerably in detail — will be the 
fittest to survive; but the term “ survivor” can hardly be 
applied to any of them until they have met the tests of short 
crop years, industrial depressions, and serious financial 
crises. 

The course of guaranty in Nebraska, where agitation for it 
was begun long before the issue came into national promi- 
nence, shows what may be expected of such a system while 
it is new, working under favorable conditions. A brief 
sketch will here be given of the conditions which led to the 
law of 1909, as well as its effects, so far as they are apparent, 
and of the details of the method by which depositors are 
paid. 

Banking in Nebraska, from territorial times in the ’50’s 
up to the first state supervision in 1886, was a good deal of 
the kind called “ wild-cat,” yet failures were not so very 
numerous. In the “hard time” years of 1892 to 1896, 
however, came short crops and a nation-wide financial depres- 
sion; and this produced a contraction of credits which swept 
101 of the 650 state and national banks into insolvency. 
The claims against these institutions aggregated over 
$5,000,000, on which it is estimated about $2,000,000 were 
finally paid. The total deposits fell off from $49,000,000 to 
$27,000,000 in that six-year period. 

It was the bitter experience in these years which led to the 
first agitation in the state for the guaranty of deposits. It 
is said that the president of the largest failed bank was the 
first man to suggest it, writing a letter to the newspapers 
outlining a plan, from the jail where he was awaiting trial for 
wrecking his bank. Secretary W. J. Bryan, then Congress- 
man from the First District, introduced a bill for national 
bank guaranty into Congress in 1893. Guaranty bills were 
brought up in the Nebraska legislatures of 1897, 1899, 1905 
and 1907, all of them crude and unscientific measures, with 
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no limit to the amount a bank might be assessed within one 
year. They were all opposed, of course, by the bankers, 
who saw from the record of ’91 to ’96 what an unlimited 
guaranty might cost them if a repetition of those hard times 
should occur. 

The panic of 1907, however, and the adoption of the 
Oklahoma law which followed, added so much impetus to the 
movement that, altho no banks had failed in Nebraska on 
account of the panic, Mr. Bryan and the Democratic state 
leaders in 1908 were able to arouse enthusiasm over the 
guaranty plank in their platform. It is difficult to say what. 
the result of the election would have been if the issue between 
Democrats and Republicans had been really on that plank. 
Probably the chief reason why a Democratic majority was 
sent to the legislature that year was the personal strength of 
Mr. Bryan at the head of the ticket. He lent his support to 
the measure after election, as did also the governor, and the 
party redeemed its pledge by enacting it into law. The law 
was enjoined from operation by the Federal Court until | 
January, 1911, when the Supreme Court of the United States 
upheld its constitutionality in common with the guaranty 
laws of Oklahoma and Kansas. Its general provisions, as 
slightly amended by the legislature of 1911, are as follows. 

The Depositors’ Guaranty Fund of Nebraska is to accu- 
mulate up to one and one-half per cent of the average daily 
deposits for the whole state, at the rate of one-half of one 
per cent for each of the first two years, then one-tenth of one 
per cent until the limit is reached, at which time assessments 
are to stop. No money is actually paid out by any bank 
except its proportionate share of losses arising from failures; 
the assessments are simply charged off from its profits and 
entered to the credit of the Depositors’ Guaranty Fund, 
which can be drawn upon by the State Banking Board. In 
case the fund becomes exhausted, emergency assessments 
may be made by the Board up to one per cent in any one year. 
Depositors in a failed bank are to be paid out of the fund as 
soon as the district court in charge of the receivership deter- 
mines, from the claims filed, the amount of cash necessary, in 
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addition to that on hand in the bank itself. The fund is then 
reimbursed, so far as possible, by the sale of the failed institu- 
tion’s assets. 

The effects of the law from 1909 to the beginning of 1914 
were based chiefly on bankers’ and depositors’ guesses as to 
what the final results would be. During the first year 
bankers seemed, on the whole, to consider the business- 
getting qualities of the guaranty more than worth the pre- 
miums involved, for fifty-five new state banks were chartered, 
and only five former state banks became national to escape 
the law. Depositors were not much affected, one way or the 
other, for the deposits in both classes of banks, which had 
been exceptionally low in 1908 on account of the panic the 
year before, increased greatly in 1909, with little advantage 
to either. In 1910, while the constitutionality of the law 
was still in doubt, the number and deposits of national banks 
grew considerably; 28 new state banks were chartered, but 
8 of the old ones nationalized, and their aggregate deposits fell 
off over a million dollars. The law was upheld by the 
Supreme Court in January, 1911, and that year 24 state 
banks were chartered, 11 nationalized, and the national 
banks gained a million more deposits than the state. A 
number of state banks had also gone out of business by other 
processes than nationalizing, so that at the close of 1911 the 
state banks, as compared with their position two years 
before, were ahead in number only 7, in aggregate capital 

1 Items from statements of state and national banks at the end of years mentioned 
(taken from reports of the Secretary of the State Banking Board): 

Srate Banxs 


At End of Individual 
Year Number of Capital Loans Deposits 
1908 628 $10.9 $55.7 $65.4 
1909 662 66.0 71.7 
1910 666 12.5 67.9 70.4 
1911 669 12.8 67.5 72.2 
1912 694 13.8 78.2 80.7 
1913 714 14.4 84.9 89.3 

Nationa Banks 
1 214 $13.5 $75.9 $73.0 
1 14 89.8 83.8 
1910 15.4 92.1 86.4 
1911 247 16 95.0 89.0 
1912 243 16.2 103.6 93.4 
1913 241 16.27 102.9 94.6 


_ for capital, loans, deposits signify millions of dollars, e.g., $10.9 = 


The 
$10,900, 
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only $800,000, and in deposits $500,000; while their national 
competitors had added 27 banks, nearly $2,000,000 capital, 
and more than $5,000,000 of individual deposits. 

In 1912, 1913, and the first half of 1914, however, the drift 
was steady and rapid in favor of the state banks, indicating 
that these were becoming more popular with depositors, and 
that bankers were finding this system a little more advan- 
tageous than the other. The number of state banks increased 
about 70 in that period, while the total number of nationals 
fell off 17. Between January, 1911, when the guaranty law 
went into effect, and the middle of 1914, the individual 
deposits of state banks increased about 19 millions, or 27 
per cent; as compared with a 7 million gain for the nationals, 
which is about 8 per cent. 

The almost equal confidence in which both classes of banks 
were held, during this period, by the people, was due in a 
large measure to the fact that no failures whatever had taken 
place within the state for six years. In the past ten years - 
there had been but three small state bank crashes, which did 
not attract much attention, and no national bank had be- 
come insolvent in fifteen years. During the first half of 
1914, however, the movement of business toward state banks 
was greatly accelerated by two circumstances: the first 
case of immediate payment of depositors in a failed state 
bank presented a striking contrast to the delay and uncer- 
tainty of two national liquidations, one of the latter in the 
same town; and the Federal Reserve Act was passed, con- 
taining provisions so distasteful to several Nebraska nationals 
that they converted into state banks. 

The First National Bank of Sutton} with about $180,000 
deposits, was the first to fail, in November, 1913. Two 
months later the First National of Superior was closed, having 
over $300,000 deposits. The former seems to have suffered 
from the criminal actions of some of its officers, the latter 
from a policy of injudicious extension of credit. The First 
State Savings Bank of Superior, under practically the same 
ownership as the national, was able to survive the shock only 
three months, and was taken charge of by the State Banking 
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Board on March 9, 1914. Its deposits amounted then to 
about $122,000. 

When the state banks heard of this latter failure, they 
grasped its advertising value to themselves, and instead of 
being reluctant to contribute their share of what would be 
required from the guaranty fund, many of them wrote to the 
Secretary’s office urging that the depositors be paid in full as 
soon as possible from the guaranty fund, so that they could 
point with pride to this example of how the state banks’ 
customers were protected from loss. But there was no way 
by which the Banking Department could hasten matters. 
The law requires that at least three weeks be allowed for the 
filing of claims, and that an order of court be secured before 
the fund is drawn upon; so depositors cannot, ordinarily, ex- 
pect to get their money within six weeks to two months. 

In this case, however, a development occurred by which the 
depositors of the Superior state bank were paid as fast as 
they presented their claims, without even a day’s delay. 
During the interval between the two failures, the other 
national in Superior converted into a state bank. When the 
receiver of the insolvent bank took charge and it was found 
that no cash could be had from the guaranty fund for a month 
or so, this newly reorganized State Bank of Superior offered 
to supply whatever cash was needed, in addition to the $23,- 
000 that was on hand when the savings bank closed, to pay all 
depositors who needed their money. Their claims were 
assigned to the new state bank, so that it could collect them in 
the regular way from the receiver as soon as the money from 
the fund was sent to him. This was of course a considerable 
accommodation, and the result was that the enterprising 
institution secured the larger portion of the business which 
had formerly gone to the savings bank. People from neigh- 
boring towns were a little anxious, but the patrons living in 
the vicinity of Superior made very little effort to draw out 
their money. Many of them had not presented their claims 
more than two months after the closing. 

The likelihood of other banks accepting the claims without 
discount, because of the certainty of their being paid out o° 
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the fund, was apparently not anticipated by the early advo- 
cates of the plan; but so strong is the inducement to people 
to leave their money on deposit with the bank which accepts 
their claims, that a similar action may probably be looked for 
in the future. If the practice does become general, the dis- 
turbance by failures to local business will be greatly lessened, 
which will be no small achievement for the guaranty system. 

As soon as the receiver found that a trifle over $54,500 
would be required, in addition to what cash there was on 
hand in the bank, he called on the State Banking Board for 
this amount out of the guaranty fund. The Board had his 
report approved by the District Court in charge of the 
receivership, and then proceeded to draw upon every state 
bank in Nebraska for its proportionate share of the sum 
needed, which was .06241 of its credit to the guaranty fund. 
The accountant in the Secretary’s office was overwhelmed 


with all these decimal calculations, until he finally dis- 


covered a machine with which he could grind out the assess- . 
ments by turning a crank. The seven hundred-odd drafts 
were sent, about fifty days after the failure, to the receiver, 
who turned them over to the State Bank of Superior in return 
for the claims of like amount which it had bought up. It is 
expected that the sale of assets and assessment on stock- 
holders will be sufficient finally to reimburse the fund. 

In contrast to this tranquil experience for depositors in the 
state savings bank, is the misfortune of depositors in the 
First National of Superior, and of the national at Sutton. 
The latter bank has paid a dividend of ten per cent, the 
Superior national has so far (July 23) paid nothing. Con- 
sequently their creditors are still waiting for returns on some 
$360,000 which they had delivered over to these banks in 
hard cash, and they may count themselves very fortunate 
if they get seventy-five per cent of it after several long years 
of waiting. It is easy to believe the following statement by 
one of the officers of the State Bank of Superior, the reor- 
ganized national: 


‘ The feeling down here is all state bank now, and the last national 
in the county changed over to a state bank last week. ... It 
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does n’t make so much difference in the city, where you deal entirely 
with business men, but where your dealings are mostly with farmers, 
it ’s another proposition. There was n’t a bank in the state that 
had the confidence of the people that the First National of Superior 
had. This confidence has been shattered, and now the cry is 
‘ Money guaranteed ’ or nothing.” 

Several other banks in that section of the state thought 
best to make the same concession to the preferences of their 
patrons as did those of the above (Nuckolls) county. The 
City National of Holdrege, a fairly large country bank in a 
town at some distance from Superior, changed to a state 
charter, and sent out an advertising circular saying: 


“ This step has been taken in response to an increasing demand on 
the part of patrons of Nebraska banks for protection under the 
provisions of the guaranty law. This security cannot be furnished 
by a national bank, the guaranty feature having been purposely 
omitted in the new currency law.” ? 


Fourteen nationals, in all, have converted into state banks 
since the first failure, last November. Some give as a reason 
their dissatisfaction with the new Federal Reserve Bank law, 
so that the effect of the guaranty system in this movement is 
obscured; yet there is little doubt that its influence is the 
stronger of the two. 

That the new deposits coming to the state banks are in the 
nature of savings rather than commercial deposits is shown 
by the fact that almost $11,000,000 of their $19,000,000 gain, 
in three and a half years, is in time certificates of deposit,* 
while the total number of depositors increased nearly 75,000. 
It is probable that much of the money now invested in state 
bank certificates of deposit at about four per cent has been 
brought out of hoarding, as was predicted by the early advo- 
cates of the guaranty system and claimed among its chief 


1 Letter to the writer, dated May 26, 1914. 


cates 
Year of Deposit Total Deposits Depositors 
1909 $24.8 $71.7 224,632 
1910 26.4 70.4 230,067 
1911 27.2 72.2 243,333 
1912 32.9 80.7 266,669 
1913 37.2 89.3 296,505 
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advantages. The national bankers, however, consider this 
large proportion of time deposits a menace, for they say that 
such depositors are the most timorous of all, and are likely to 
want their money at the first talk of danger. 

In opposition to the state bankers’ argument that the 
guaranty will produce such a feeling of security among the 
depositors that runs on guaranteed banks will not occur, 
the national bankers contend that in Nebraska, where no 
bank ever failed on account of a run, there is no real danger 
in this direction. Sooner or later, they say, a series of 
failures among all banks will come, the fund will be exhausted, 
and the state banks will be worse discredited in the public 
eye than if no attempt had been made to secure their deposits. 
The fund is already large enough to take care of the failures 
of normal times, — $870,000, a little less than one per cent 
of the deposits. But the limit of one and one-half per cent 
is probably too low; two or three failures at the same time 
among the larger institutions would sweep the whole away. - 
Then, if failures come one on the heels of another, as they do 
in a crisis, the fund must be bolstered up by special assess- 
ments that can be met only with the greatest difficulty by the 
sound banks, already having a strenuous struggle to meet 
their other obligations. If the one per cent beyond which 
assessments cannot be levied is not sufficient, some hastily 
devised system of deferred payment will be adopted. But 
meanwhile the frightened time depositors will have been 
drawing out their money; and between such withdrawals 
and the burdensome special assessments, the state bank 
system will be shaken through and through. 

Both these sources of danger, the probable strain on the 
resources of many solvent banks, and the chance of a dis- 
creditable failure of the guaranty to meet depositors’ expecta- 
tions, could be removed by the establishment of a larger 
limit to the fund, and by specific provision for ultimate 
payment (after as much as possible had been paid from assets 
of the bank and assessment on stockholders) ! in the form of 

1 Mr. Cooke makes both these recommendations (see this Journal, vol. xxviii, 


p. 104), saying that the failure of the Oklahoma plan was due to the immediate payment 
provision as much as to any one cause. 
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interest-bearing warrants against the guaranty fund. In 
this way the assessments would be continued at the same rate 
in good times and bad, building up a large surplus before the 
crisis and gradually paying off the bonded indebtedness of 
the fund afterwards. If the state banks of Nebraska had 
been compelled to guarantee each other’s losses from 1892 to 
1896 by special assessments, these would have averaged one 
and one-half per cent of their deposits each year; but in the 
twenty years from 1892 to 1912 the losses averaged but two- 
tenths of one per cent of the total deposits.'_ Experience in 
the future will doubtless show that a successful guaranty 
system must devise means of creating its reserve by main- 
taining payments through the prosperous years, when it is 
easiest for the banks to pay, rather than by depending on 
special assessments to provide the money when it is needed. 

As to the policy of leaving on deposit with the banks the 
full amount of their assessments, which Mr. Cooke regards 
as unwise,’ the only alternative would be to collect the money 
and then re-deposit it. To minimize the risk, the board 
would undoubtedly divide it among several banks, so per- 
haps the safest way would be to distribute it all over the state. 
That is precisely what the present system amounts to. The 
fund can hardly be invested in mortgages or bonds, so long as 
we have the system of immediate payment, because it is of 
prime importance that the money be constantly available for 
immediate use. If the plan of ultimate payment were 
adopted, as in Kansas, our Board might invest the assess- 
ments in gilt-edged bonds, which it could sell in time to meet 
demand on the fund. The bankers, however, have been 
skeptical as to the safety of a large amount of money admin- 
istered by the “ politicians in the state house,”’ because of the 
defalcations of several state officials in the past. One advan- 
tage in the present method, therefore, is that it reduces the 
antagonism of the contributors to the fund. 


1 Reports, Secretary of the State Banking Board, 1892 to 1912. 

2 “ This is an arrangement that might easily lead to trouble. Insurance premiums, 
for that is what these assessments are, should be paid over to the insurer, not held by 
the insured, subject to all sorts of claims and processes if the insured happens to think 
his insurance is proving too expensive.”” — In this Journal, vol. xxiv, p. 356. 
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Nebraska’s experience seems to confirm the prophecy 
which was made, that a guaranty system would compel the 
experienced and legitimate bankers to protect themselves 
against the operations of rascals and incompetents within the 
system, and thus protect the public. The united efforts of 
our bankers have been transferred from fighting regulation 
and guaranty, as was often done until 1909, to demanding 
stringent regulation for the prevention of dangerous and 
speculative methods of business. The same act which 
created the fund also contained various provisions designed 
to make banking less hazardous to the depositor.' The 
other states have had the same experience. The excellent 
banking department, to which Nebraska owes much for the 
high standard of its state banks, will doubtless find its 
hands upheld more and more by the bankers, who have a new 
incentive for helping to prevent failures. 

To conclude: Nebraska’s experience indicates that in a 
system of efficiently organized banks, under fairly normal 
conditions, state guaranty is feasible and not unfair to the 
bankers. Whether it will survive under conditions of adver- 
sity, such as must be expected sooner or later to come, 
remains to be seen. If it does survive, it will facilitate 
considerably the commerce of the state and will relieve an 
important cause of individual distress. 


Z. CLARK DICKINSON. 
UNIVERSITY OF NEBRASKA. 


1 For example, the five per cent limit on interest,paid on time deposits, limit of 
loans to ten per cent of deposits, criminal penalties for failure to comply with any part 
of the law, Secretary’s discretion as to need of new barks. 
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